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THE  DEVELOPMENT  AND  APPLICATION  OF  THE  THEORY  OF 
DEBIT  AND  CREDIT  THROUGH  THE  BALANCE  SHEET  EQUA- 
TION AND  THE  CHART  OF  ACCOUNTS. 

I. 

The  Theory  of  Debit  and  Credit* 

I have  been  unable  to  find  a single  accounting  book 
which  discusses,  in  any  great  detail,  the  development  and 
application  of  the  theory  of  debit  and  credit  through  the 
balance  sheet  equation  and  the  chart  of  accounts. 

For  the  above  reason  and  because  of  my  interest  in  thi 
phase  of  accounting,  I shall  present  a thesis  that  will  ex- 
plain the  following: 

1.  The  development  of  the  theory  of  debit  and  credit 
through  the  balance  sheet  equation  and  the  chart 
of  accounts. 

2.  The  application  of  the  theory  of  debit  and  credit 
through  the  balance  sheet  equation  and  the  chart 
of  accounts. 

3.  The  use  of  analysis  sheets  as  a further  develop- 
ment and  application  of  the  theory  of  debit  and 
credit. 

a.  Adjusting  entries. 

4.  The  preparation  of  financial  statements  from  the 
analysis  sheets. 

In  presenting  this  thesis,  however,  I shall  assume 
that  the  readdr  has  had  considerable  accounting  training. 
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He  should  have  had  at  least  the  accounting  knowledge  equi- 
valent to  "Principles  of  Accounting”,  "Corporation  Account- 
ing", "Intermediate  Accounting  Problems”,  and  any  other  ad- 
vanced accounting  course* 

What  is  the  theory  of  debit  and  credit?  This  is,  no 
doubt,  a difficult  question  to  answer,  I shall  endeaver, 
however,  to  make  a general  statement  in  an  attempt  to  de- 
fine the  theory. 

The  theory  of  debit  and  credit  is  the  application  of 
the  debit  and  credit  rule;  that  is,  debit  an  increase  in  as- 
sets, a decrease  in  liabilities,  and  a decrease  in  capital; 
credit  a decrease  in  assets,  an  increase  in  liabilities, and 
an  increase  in  capital  to  various  business  transactions,  ad- 
justing entries,  and  to  the  set  up  of  financial  statements. 

The  Balance  Sheet  Equation 

There  are  three  units  to  work  from  in  developing  the 
theory  of  debit  and  credit.  They  are  as  follows: 

1.  Business  transactions. 

2.  Accounts  in  the  balance  sheet. 

3.  Balance  sheet  equation. 

The  basic  classification  of  accounts  is  the  real  or 
the  balance  sheet  accounts.  The  following  are  some  of 
the  real  accounts: 

1.  Cash. 

2.  Accounts  Receivable. 


3.  Merchandise 
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4.  Furniture  and  Fixtures. 

5.  Accounts  Payable. 

6.  Notes  Payable. 

7.  Capital  Stock. 

Since  the  real  accounts  are  the  fundamental  classific- 
ation of  accounts,  I shall  develop  the  theory  of  debit  and 
credit  from  the  balance  sheet  equation.  The  balance  sheet 
equation  may  be  expressed  thus:  Assets  equal  liabilities  plus 
capital.  This  equation  shows  that  the  sum  of  the  assets 
owned  in  the  business  is  always  equal  to  the  claims  of  both 
the  creditors  and  of  the  propritors  in  those  assets. 

From  the  equation,  assets  equal  liabilities  plus  capital, 
we  can  see  that  if  the  value  of  the  assets  increase,  one  or 
both  of  the  claims  in  those  assets  must  of  necessity  in- 
crease. Conversely,  if  the  value  of  the  assets  decrease, 
one  or  both  of  the  claims  in  those  assets  must  decrease. 
Changes  in  the  Balance  Sheet  Equation 
Changes  in  the  balance  sheet  equation  result  principally 
from  business  transactions.  Through  these  transactions  I 
shall  prove  that  the  sum  of  the  assets  owned  is  always  equal 
to  the  claims  of  both  the  creditors  and  of  the  proprietors 
in  those  assets.  Assume  the  following  transactions: 

1.  Those  in  which  the  total  assets  increase  and  the 
capital  increases  a like  amount. 

Example:  Mr.  Smith  invests  $5000.00  in  a trading  busi- 
ness. The  entry  is  a debit  to  cash  and  a credit  to  capital 
for  $5000.00.  This  may  be  expressed  in  the  balance  sheet 
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equation  thus: 

Assets 


4 


Liabilities  _ Capital 
Cash  ^5000 • ~ 0.  — j — Mr.  Smith  $5000 • 

Note  that  the  assets  are  equal  to  the  liabilities  plus 
capital. 

2.  Those  in  which  the  total  assets  remain  the  same, 
with  no  increase  or  decrease  in  liabilities  or  capital. 

Here  we  have  an  exchange  of  assets. 

Example:  Mr.  Smith  buys  merchandise  and  pays  cash 
$2000.  The  entry  is  a debit  to  purchases  and  a credit  to 
cash  for  $2000.  Mr.  Smith’s  business  condition  may  be  sum- 
marized as  follows: 

Assets  Liabilities  Capital 

Cash  $3000  0 Mr.  Smith  $5000. 

Merchandise  2000 . 

$5000.  = 0 — $5000. 

Again  we  see  that  the  assets  are  equal  to  the  liabili- 
ties plus  capital. 

3.  Those  transactions  which  result  in  an  increase  in 
assets  and  an  increase  in  liabilities. 

Example:  Mr*  Smith  purchases  a desk  for  $200.00  to  apply  on 
account.  The  entry  is  a debit  to  furniture  and  fixtures, 
and  a credit  to  accounts  payable  for  $200.00.  The  balance 
sheet  equation  may  be  summarized  thus: 
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Assets 

Cash  $3000. 

Furniture  200 • 
Merchandise  2000. 

$5200.- 


Liabilities 


Accounts  Payable  $200-  Mr. 


Capital 
Smith  $5000 


$200- 


$5000- 


Again  we  see  that  the  total  assets  are  equal  to  the 
liabilities  plus  capital. 

4.  Those  transactions  which  result  in  an  exchange  of 
liabilities.  Example:  Mr.  Smith  gives  his  creditor  a writ- 
ten promise  to  pay  for  the  desk  that  he  purchased  in  trans- 
action 3 above.  The  entry  is  to  debit  accounts  payable  and 
credit  notes  payable  for  $200.00.  This  entry  does  not  ef- 
fect the  equation.  It  merely  results  in  an  exchange  of  lia- 
bilities. This  is  shown  in  the  following  equation: 


Assets  = 


Liabilities 


Capital 


Cash  $3000- 

Furniture  200-  Notes  Payable  $200-  Mr.  Smith  $5000- 

Merchandise  2000- 


$5200-  = $200-  -J—  $5000- 

The  assets  equal  the  liabilites  plus  capital. 

5.  Those  transactions  which  result  in  a decrease  in 
assets  and  a decrease  in  liabilities  with  no  change  in  capi- 
tal. 

Example:  Mr.  Smith  pays  the  note  in  the  above  transaction. 

The  entry  is  a debit  to  notes  payable  and  a credit  to  cash 
for  $200.  This  may  be  expressed  in  the  following  equation: 
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Assets 


Liabilities 


Capital 


Cash  $>2800.00 

Furniture  200.00 
Merchandise  2000.00 
$ 5000.00 


Mr.  Smith, 

0 Capital  $>5000. 


0 


$5000.00 


The  equation  is  still  in  balance. 

6.  Those  transactions  in  which  capital  is  decreased 
and  liabilities  are  increased,  with  no  change  in  assets. 
Example:  Mr*  Smith  promises  orally  to  pay  $100.00  within 
sixty  days  for  advertising.  The  entry  is  a debit  to  ad- 
vertising which  is  an  expense,  and  a credit  to  accounts  pay- 
able for  $100.00.  The  summary  of  the  balance  sheet  equation 


appears  as  follows: 
Assets 

Cash  $2800.00 

Furniture  200.00 
Merchandise  2000.00 
$5000.00 


Liabilities 


Capital 


Accounts  Payable  $100.00 

Mr.  Smith  $4900. 

— $100.00  4-  $4900.00 


It  should  be  noted  that  the  expense  accounts  are  used 
to  record  decreases  in  capital,  and  that  the  income  accounts 
are  used  to  record  the  increases  in  capital.  In  other  words, 
they  are  merely  temporary  capital  accounts  used  during  an  ac- 
counting period,  to  record  the  decreases  and  increases  in 
capital.  Thus,  in  the  above  illustration,  the  debit  to  ad- 
vertising for  $100.00  is  an  expense,  and  eventually  results 
in  a decrease  in  capital  as  shown  in  the  above  balance  sheet 
equation. 
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I believe  that  the  above  transactions  suffice  in  prov- 
ing that  the  assets  are  always  equal  to  the  liabilities  plus 
capital. 

The  balance  sheet  equation  may  be  set  up  in  a ledger 
account  form  as  follows: 


Balance  Sheet  Equation 

Assets 



• 

Liabilities 

4- 

Capital 

The  above  picture  shows  that  the  asset  account  balances 
are  debits  and  that  the  claim  account  balances  are  credits. 
These  account  balances  may  be  further  broken  down  into: 

Assets 


Increase 

Decrease 

Debits 

Credits 

-t- 

— 

Liabilities 

Decrease 

Increase 

Debits 

Credits 

' 

!,  4- 

Capital 

Decrease 

Increase 

Debits 

Credits 

1 
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"Debits",  and  the  Right  Side  "Credits" . 

But,  this  does  not  explain  why  the  left  side  of  the  ac- 
counts are  called  "debits"  and  the  right  side  "credits".  As 
a matter  of  fact,  there  is  no  logical  reason*  It  just  hap- 
pened# However,  I shall  endeaver  to  make  a plausible  ex- 
planation as  to  why  the  left  side  of  an  account  is  called  the 
"debit"  and  the  right  side  the  "credit”. 

Before  the  adoption  of  double  entry  bookkeeping,  the 
proprietor  kept  accounts  with  the  names  of  his  customers  and 
his  creditors.  This  was  called  single  entry  bookkeeping. 

I shall  illustrate  the  accounts  of  the  customers  and 
creditors  by  means  of  ledger  accounts  thus: 

Customer's  Accounts 


Dr.  Value  of  things  given  to 
the  customer  for  his  pro- 
mise to  pay  in  the  future 


Cr.  Value  of  things  received 
in  payment  of  promise 
received  previously. 


Creditor's  Accounts 


Dr.  Value  of  things  given  to 
liquidate  the  promise  to 
pay  given  previously. 


Cr.  Value  of  things  received 
when  purchased  on  a pro- 
mise to  pay  in  the  fu- 
ture. 

It  should  be  noted  that  when  the  proprietor  gives  the 
customer  something  of  value,  he  charges  or  debits  the  cus- 
tomer's account. 

Conversely,  when  the  proprietor  receives  something  of 
value  from  the  customer,  he  credits  the  customer's  account. 
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It  should  be  further  noted  that  when  the  proprietor 
gives  the  creditor  something  of  value,  the  proprietor  charges 
or  debits  the  creditor *s  account*  Cn  the  other  hand,  when 
the  proprietor  receives  something  of  value  from  the  creditor, 
he  credits  the  creditor's  account. 

Thus  it  is  seen  that  both  the  customer's  and  the 
creditor's  accounts  are  debited  for  things  given,  and  that 
both  accounts  are  credited  for  things  recieved. 

This  seems  to  be  a plausible  explanation  of  the  reason 
why  the  left  side  of  an  account  is  called  the  ’'debit"  and 
the  right  side  the  "credit". 

Statement  of  the  Debit  and  Credit  Rule 

Bearing  in  mind  the  above  reasoning,  it  is  possible  to 
state  the  debit  and  credit  rule  as  applied  to  assets,  lia- 
bilities, and  capital  as  follows: 

Debit 

1.  An  increase  in  assets. 

2*  A decrease  in  liabilities. 

5.  A decrease  in  capital. 

Credit 

1.  An  increase  in  liabilities. 

2.  An  increase  in  capital. 

3.  A decrease  in  assets. 

Let  us  apply  the  rule  for  debit  and  credit  to  the  trans- 
actions of  Mr.  Smith. 

1.  Mr.  Smith  invests  $5000-  in  a trading  business. 
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The  entry  is: 

Debit Gash  15000- 

Credit Capital  $5000- 

Thus  v*e  have  an  increase  in  the  asset,  cash,  and  a correspond- 
ing increase  in  the  capital  account  of  Mr.  Smith. 

2.  Mr.  Smith  buys  merchandise  and  pays  cash  #2000- 
The  entry  is: 

Debit Merchandise  $2000- 

Credit — -Cash  $2000- 

The  asset  account,  merchandise,  has  increased,  and  the  asset 
account,  cash,  has  decreased.  This  transaction  does  not 
change  the  amount  of  the  liabilities  and  capital. 

3.  Mr.  Smith  purchases  a desk  for  $200-  tc  apply  on  account. 
The  entry  is: 

Debit — -Furniture  and  Fixtures  $200- 
Credit — -Accounts  Payable  $200- 
This  transaction  results  in  an  increase  in  the  asset  account, 
furniture  and  fixtures,  and  an  increase  in  the  liability  ac- 
count, accounts  payable. 

4.  Mr.  Smith  gives  his  creditor  a written  promise  to  pay  in 
exchange  for  his  oral  promise  as  in  the  above  transaction. 

The  entry  is: 

Debit — -Accounts  Payable  $200- 
Credit— Notes  Payable  $200- 

This  shov/s  that  the  liability  account,  accounts  payable,  is 
decreased,  and  the  liability  account,  notes  payable,  is  in- 


creased 
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5.  Mr.  Smith  pays  the  above  note  in  full.  The  entry  is: 

Debit — Notes  Payable  $200.00 
Credit — Cash  $200.00 

This  results  in  a decrease  in  the  liability  account.  Notes 
Payable,  and  a decrease  in  the  asset  account.  Cash. 

6.  Mr.  Smith  promises  orally  to  pay  $100.00  within  sixty 
days  for  advertising.  The  entry  is: 

Debit—  Advertising  $100.00 

Credit — Accounts  Payable  $100.00 
Thus  we  see  that  the  Capital  account  has  decreased,  and 
the  liability  account  has  increased*  Observe,  also,  that 
in  every  transaction  the  amount  of  the  debits  equals  the 
amount  of  the  credits. 
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Part  II. 


The  Explanation  of  the  Application  of  the  Theory  of  Debit 

and  Credit  Through  the  Chart  of  Accounts  and  the  Analysis 

Sheets 

In  this  chapter  I propose  to  explain  how  the 
theory  of  debit  and  credit  applies  to  the  chart  of  accounts, 
analysis  sheets,  and  how  the  work  flows  along  to  a logical 
conclusion  always  keeping  In  mind  the  picture  of  the  finan- 
cial statements. 

Before  doing  so,  it  'is  necessary  for  me  to  point 
out  to  the  reader  that  the  theory  of  debit  and  credit  is 
omnioresent  in  accounting  work.  The  student  of  accounting 
is  always  us-ing  the  theory  either  directly  or  indirectly 
in  his  accounting  work.  He  uses  it  when  journalizing 
business  transactions,  when  posting  from  the  journal  to  the 
ledgers,  both  the  general  and  subsidiary  ledgers,  when 
setting  up  the  trial  balance  from  the  general  ledger,  when 
making  adjusting  entries,  and  when  setting  up  the  balance 
sheet  and  the  profit  and  loss  statements.  He  also  uses  the 
theory  of  debit  and  credit  when  transferring  the  trial 
balance  accounts  onto  the  chart  of  accounts,  when  transfer- 
ring the  trial  balance  accounts  together  with  their  resnec- 
tive  figures  onto  the  analysis  sheets,  when  making  the  ad- 
justing entries  directly  onto  the  analysis  sheets,  when 
setting  up  the  balance  sheet  and  the  profit  and  loss  state- 
ment, and  when  closing  the  books. 
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In  this  chapter  I shall  explain  the  following: 

1.  How  the  theory  of  debit  and  credit  applies  to  the 
chart  of  accounts. 

2.  How  the  theory  of  debit  and  credit  applies  to  the 
analysis  sheets. 

3.  How  the  theory  of  debit  and  credit  aoolies  to  the 
set  up  of  the  financial  statements. 


Let  us  assume  the  following  trial  balance  taken  from  the 
business  of  Mr.  Jones  : 


A.  C.  Jones 


Trial  Balance,  December  51,  1955 


Cash  <£4000 . 00 

Accounts  Receivable  10000.00 

Notes  Receivable  5000.00 

Mdse.  Inventory  Jan. 1,1935  1000.00 

Building  25000.00 

Furniture  & Fixture  2000.00 

* 

Automobile  1500.00 

Accounts  Payable 
Notes  Payable 
Reserve  for  Bad  Debts 


Reserve  for  Depreciation-  Auto. 

Reserve  for  Depreciation- 

Furniture  & Fixtures  

|48500.00 


15000.00 

5000.00 

1000.00 

150.00 

200.00 
$21350.00 


Amount  carried  forward 
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A.  C.  Jones 

Trial  Balance,  December  31,  1955 

Amount  brought  forward  $48500.00  $21550.00 


Reserve  for  Depr.-  Buildings 
A.  C.  Jones-  Capital 
Purchases 

Gen.  Admn.  Expenses 
Selling  Expenses 
Interest  Expenses 
Sales  Discount 
Bad  Debts 
Sales  Returns 
Sales 

Purchase  Returns 
Purchase  Discounts 
Commisions 
Rent  Income 
Interest  Income 
Total 

Merchandise  Inventory, 
Required: 

1.  Chart  of  Accounts. 

2.  Analysis  Sheets. 

3.  Financial  Statements 


1000.00 

16150^00 

21000.00 

1000.00 

900.00 

150.00 

250.00 

100.00 
500.00 

30000.00 

250.00 

500.00 
1000.00 
2000.00 

200.00 

$72400.00  $72400.00 

Dec.  31,  1935--$5000.00 


in  Approved  Form. 


< . 


c - 


-1  * '.*1!  I K rj  1 : -A 

: :?! 

■ 


CC  , ' .. 

, 

- 

, 

> 

, 

- ■ 

. 

- 

- 

• - 


■■  JOV 


' 

' - 

* 


15 


Now,  let  us  see  how  the  theory  of  debit  and  credit 
aoplies  to  the  chart  of  accounts.  Before  doing  so,  it  is 
necessary  for  me  to  define  " Chart  of  Accounts." 

The  Chart  of  Accounts 

A chart  of  accounts  is  a summary  showing  the  names 
of  all  the  accounts  in  a particular  business  arranged  in 
separate  columns  showing  assets,  liabilities,  capital, 
expense,  and  income. 

The  chart  of  accounts  is  divided  into  two  sections; 
the  real  or-  balance  sheet  accounts,  and  the  nominal  or 
profit  and  loss  accounts.  The  real  or  balance  sheet 
accounts  are  seperated  into: 

1.  Assets 

2.  Liabilties 

3.  Capital 

They  are  further  subdivided  into: 

1.  Assets: 

a.  Current  Assets 

b.  Fixed  Assets 

c.  Deferred  Assets 

d.  Miscellaneous  Assets 

2.  Liabilities: 

a.  Current  Liabilities 

b.  Fixed  Liabilities 

c.  Deferred  Credits 

3.  Capital 
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The  nominal  accounts  are  separated  into: 

1.  expenses 

2 . Income 

They  are  in  turn  subdivided  into: 

1.  Expenses: 

a.  Trading 

b.  Operating 

c . Other  Charges 

2.  Income: 

a.  Trading 

b.  Operating 

c.  Other  Income 

The  chart  of  accounts,  therefore,  is  really  a picture 
that  shows  the  accounts  of  a oarticular  business  subdivided 
into  the  following  main  headings: 

1.  Assets 

2.  Liabilities 

3.  Capital 

4.  Exnense 

5.  Income 

The  chart  of  accounts  for  A.C.  Jones,  aonearing  on 
the  following  page,  shows  accounts,  which  were  transferred 
from  the  trial  balance  from  rage  13,seoarated  into  their 
resoective  columns  showing  assets,  liabilities,  caoital, 
expense,  and  income. 
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The  Analysis  Sheets 

The  trial  balance  accounts  appearing  on  page  13  were 
transferred  onto  the  chart  of  accounts  as  shown  on  the 
previous  page.  However,  they  may  have  been  set  up  on  two 
separates  sheets;  that  is,  one  for  the  real  accounts,  and 
one  for  the  nominal  accounts.  These  two  sheets  are  known 
as  analysis  sheets.  They  originate  from  the  chart  of  accounts, 
and  the  only  difference  between  the  two  is  that  the  analysis 
sheets  show  not  only  the  trial  balance  accounts  but  also 
their  respective  figures  or  amounts, 

I shall  now  explain  the  operation  of  the  analysis  sheets. 
As  previously  mentioned,  the  analysis  sheets  consist  of  two 
separate  sheets,  that  is,  one  for  real  account  and  one  for 
the  nominal  accounts.  The  analysis  sheet  for  the  real  accounts 
is  divided  into  a "T"  account  form.  The  left  side  of  the  "T" 
account  provides  space  for  assets,  and  the  right  side  provides 
space  for  the  liabilities  and  capital.  This  is  shown  in  the 
following  manner: 


Analysis  Sheet  for  the  Real  Accounts 


Asset  s 


Liabilities 


+ 


Capital 
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In  order  to  set  up  the  various  kind  of  assets,  liabilities, 
and  capital  that  is  characteristic  of  any  bu^ness,  the  analysis 
sheet  for  the  real  accounts  is  further  broken  down  into  the 
following  main  headings: 


Analysis  Sheet  for  the  Real  Accounts 


Assets 

Liabilities 

Current 

Current 

Fixed 

Fixed 

De f erred 

Deferred 

Miscellaneous 

Capital 

Likewise,  the  analysis  sheet  for  the  nominal  accounts  is 
divided  into  a "T”  accountform*  The  left  side  of  the  r,Tn 
account  provides  space  for  the  expenses,  and  the  right  side 
for  income.  This  is  shown  as  follows: 


Analysis Sheet  for  the  Nominal  Accounts 


Expenses 


Income 
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In  order  to  show  the  various  kind  of  expenses,  and 
income  that  is  characteristic  of  any  business,  the  analysis 
sheet  for  the  nominal  accounts  is  further  broken  down  thus: 


Analysis  Sheet  for  the  Nominal  Accounts 


Expenses 

Income 

Trading 

Trading 

Operating 

Operating 

Other 

Other 

Having  divided  the  analysis  sheets  for  the  real  and  the 


nominal  accounts  into  their  various  main  headings,  the  next 
steo  is  to  transfer  the  trial  balance  accounts  together  with 
their  amounts  onto  the  analysis  sheets.  This  is  a relatively 
simnle  matter.  Let  us  look  back  to  the  trial  balance  of  Mr. 

A.  C.  Jones  aooearing  on  page  13.  The  first  three  accounts; 
that  is.  Cash  |4000.00,  Accounts  Receivable  $10000. 00, and 
Notes  Receivable  $5000.00  are  current  assets  and  are  trans- 
ferred onto  the  analysis  sheet  for  the  real  accounts  under 
the  current  asset  section.  See  analysis  sheet  on  page  2b. 

The  next  account  is  the  Merchandise  Inventory,  January  1,  1935 

amounting  to  $1000.00.  This  account  is  transferred  onto  the 
analysis  sheet  for  the  nominal  accounts  under  the  trading 

expense  section.  See  analysis  sheet  on  oage  27. 
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Why  is  this  account  olaced  on  the  analysis  sheet  for  the 
nominal  accounts  under  the  trading  expense  section?  The 
Merchandise  Inventory  January  1,  1955  represents  the  inventory 
on  hand  at  the  beginning  of  this  period,  January  1,  1935, 
which  was  brought  over  from  the  previous  period,  December  31, 
1934.  Therefore,  for  the  year  ending  December  31,  1935  it  is 
an  expense  and  transferred  onto  the  analysis  sheet  for  the 
nominal  accounts. 

There  are  two  ways  of  treating  the  inventory  at  the 
beginning  of  the  period.  These  are: 

1.  The  inventory  at  the  beginning  of  a period  may  be 
merged  with  the  purchases  of  the  same  period.  This 
is  accomplished  by  making  the  following  entry  either 
at  the  beginning  of  the  period  or  at  the  end  of  the 
same  period  but  before  setting  up  the  financial  state- 
ment s : 

Debit --Purchases 

Credit-Merchandise  Inventory  (beginning) 
If  this  method  is  used  the  inventory  account  at  the 
beginning  of  the  period  will  disappear  and  will  not 
appear  on  the  trial  balance.  It  will  not  be  shown 
on  the  analysis  sheet  for  the  nominal  accounts  under 
the  trading  expense  section  either. 

2.  The  inventory  at  the  beginning  of  the  period  may  be 
left  open  and  not  merged  into  the  purchases  account. 
The  A.  C.  Jones  problem  illustrates  the  latter  method; 

that  is,  the  Merchandise  Inventory  account  January  1,  1935 
is  not  merged  into  the  purchases  account.  Hence,  it  is  shown 
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on  the  trial  balance  under  the  heading  Merchandise  Inventory 
January  1,  1935,  This  account,  therefore,  is  an  expense. 

It  is  transferred  onto  the  analysis  sheet  for  the  nominal 
accounts  under  the  trading  expense  section.  See  page  27. 

The  next  set  of  accounts.  Building  $25000*00,  Furniture 
and  Fixtures  $2000,00,  and  Automible  $1500.00  are  fixed 
asset  accounts,  and  are  transferred  onto  the  analysis  sheet 
for  the  real  accounts  under  the  fixed  asset  section. 

See  page  26.  There  are  no  other  assets;  therefore  the  deferred 
and  miscellaneous  asset  section  is  left  blank  on  the  analysis 
sheet  for  the  real  accounts. 

Now,  let  us  classify  the  accounts  pertaining  to  the 
liabilities  and  capital.  Again  looking  back  to  the  trial 
balance  of  A.C.  Jones,  we  notice  that  there  are  two  liability 
accounts;  Accounts  Payable  $15000.00  and  Notes  Payable  $5000. 
These  two  accounts  are  transferred  onto  the  analysis  sheet 
for  the  real  accounts  under  the  current  liabilities  section 
a s shown  on  page  26. 

The  next  account  is  the  Reserve  for  Bad  Debts  $1000.00. 

This  account  is  a reserve  account  for  the  purpose  of 
providing  for  losses  due  to  the  failure  of  customers  to  pay 
their  bills.  This  account  is  shown  on  the  analysis  sheet  for 
the  real  accounts  under  the  current  liability  section.  It  is 
placed  opposite  the  Accounts  Receivable  account  to  show  that 
it  is  subtracted  from  it. 
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The  arrow  connecting  the  two  accounts  indicates  that  the 
Reserve  for  Bad  Debts  account  is  subtracted  from  the 
Accounts  Receivable  account. 

The  next  three  accounts.  Reserve  for  Depreciation  of 
Autombile  $150.00,  Reserve  for  Depreciation  of  Furniture  and 
Fixtures  $200.00  and  Reserve  for  Depreciation  of  Buildings 
$1000.00  are  transferred  onto  the  analysis  sheet  for  the  real 
accounts  under  the  fixed  liabilties  section.  These  accounts 
are  placed  opposite  their  respective  asset  accounts.  An  arrow 
connects  them  to  show  that  the  reserve  accounts  are  subtracted 
from  their  respective  fixed  asset  accounts.  See  page  26. 

The  proprietor’s  capital  account,  A.C.  Jones,  Capital 
$16,100.00  is  transferred  onto  the  analysis  sheet  for  the  real 
accounts  under  the  capital  section. 

The  next  account  is  the  Purchases  $21000.00.  This  account 
is  transferred  onto  the  analysis  sheet  for  the  nominal  accounts 
under  the  trading  expense  section.  See  page  27. 

The  accounts.  General  Administrative  Expenses  $1000.00, 
Selling  Exoenses  $900.00,  and  Bad  Debts  $100.00  are  transferred 
onto  the  analysis  sheet  for  the  nominal  accounts  under  the 
ooerating  expense  section.  See  page  27. 

The  accounts.  Interest  Expense  $150.00,  and  Sales  Discount 
$250.00  are  transferred  onto  the  analysis  sheet  for  the  nominal 
accounts  under  the  other  charges  section.  See  page  27. 

The  account.  Sales  Returns  $500.00  is  transferred  onto 
the  analysis  sheet  for  the  nominal  accounts  under  the  trading 
expense  section.  This  account  is  subtracted  from  the  Sales 
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account  as  indicated  by  the  arrow.  See  page  g7. 

The  Sales  account  $30000.00  is  transferred  onto  the 
analysis  sheet  for  the  nominal  accounts  under  the  trading 
income  section.  See  page  27. 

The  Purchases  Returns  account  $250.00  is  transferred 
onto  the  analysis  sheet  for  the  nominal  accounts  under  the 
trading  income  section.  Note  the  arrow  connecting  it  to 
the  Purchase  account.  This  means  that  the  Purchase  Returns 
account  is  subtracted  from  the  Purchase  account. 

The  accounts.  Commissions  $1000.00,  and  Rent  Income 
$2000.00  are  transferred  onto  the  analysis  sheet  for  the 
nominal  accounts  under  the  operating  income  section. 

The  accounts.  Interest  Income  $200.00,  and  Purchase 
Discount  $500.00  are  transferred  onto  the  analysis  sheet 
for  the  nominal  accounts  under  the  other  income  section. 

Thus  all  the  accounts  that  appeared  on  the  trial 
balance  have  been  transferred  onto  the  analysis  sheets. 
However,  the  Merchandse  Inventory  on  hand  December  31,  1935 
must  be  taken  care  of.  This  information  is  found  at  the 
bottom  of  the' trial  balance  on  page  14. 

The  Merchandise  Inventory  on  hand  $5000.00  at  the  end 
of  the  period,  December  31,1935,  is  an  asset,  and  is  trans- 
ferred onto  the  analysis  sheet  for  the  real  accounts  under 
the  current  asset  section.  See  page  26.  The  Merchandise 
Inventory  on  hand  at  December  31,  1935  also  reduces  the  cost 
of  the  goods  sold;  therefore  it  is  transferred  on  the  analysis 
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sheet  for  the  nominal  accounts  under  the  trading  income 
section.  See  page  27. 

The  entry  to  set  up  the  Merchandise  on  hand  at  the  end 
of  the  period  as  an  asset  is: 

Debit  - - Mercha  ndise  Inventory  $5000.00 

Credit  - - Purchases  $5000.00 

This  entry  is  shown  on  the  analysis  sheets  on  pages  26  and  27. 

It  now  becomes  necessary  to  determine  the  profit  or  loss. 
The  profit  is  determined  on  the  analysis  sheet  for  the  real 
accounts  by  subtracting  the  total  liabilities  plus  capital  or 
net  worth  ($38,450.00)  from  the  total  assets  ($52,500.00). 

The  result  is  a net  profit  of  $14,050.00.  See  page  26.  Like- 
wise, the  profit  or  loss  is  determined  on  the  analysis  sheet 
for  the  nominal  accounts  by  subtracting  the  total  expenses 
($24,900.00)  from  the  total  income  ($38,950.00).  This  results 
in  a net  profit  of  $14,050.00  which  agrees  with  the  net  profit 
as  determined  on  the  analysis  sheet  for  the  real  accounts.  See 
pages  26  and  27. 

It  should  be  pointed  out,  however,  that  in  the  case  of 
a reported  net  loss  the  procedure  would  be  reversed;  that  is, 
the  net  loss  would  be  determined  on  the  analysis  sheet  for 
the  real  accounts  by  subtracting  the  total  assets  from  the 
total  liabilities  plus  capital  or  net  worth.  Likewise,  the -net 
loss  would  be  determined  on  the  analysis  sheet  for  the  nominal 
accounts  by  subtracting  the  income  from  the  total  expenses. 

The  following  pages  illustrate  the  analysis  sheets  for 


A.C.  Jones: 
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A.C.  Jones 

Analysis  Sheet--  Real  Accounts 

December  51.  1955 


Liabilities  and  Capital 


Assets 


Current 

Cash 

Accounts  Receivable 
Notes  Receivable 
Merchandise  Inventory® 


$4000.00 
10000.00  <— ^ 
5000.00 
5000.00 


Accounts  Payable$15000.00 
Res. -Bed  Debts  1000.00 
Notes  Payable  5000.00 


Fixed 

Building 

Furniture  & Fixtures 
Automobile 


25000.00  aes.- 


2000.00 

1500.00 


Depr . -Bldg. 
Depr .-F&F 
Deor . -Auto. 


1000.00 

200.00 

150.00 


Deferred 


Miscellaneous 


Total 


Capital 

A.C.  Jones,  Cap.  16100.00 


$52500700 


Total 


v 52500 . 00 


Net  Profit 


$38450.00 

14050.00 

$52500.00 
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A.C.  Jones 

Analysis  Sheet — Nominal  Accounts 
December  51.  1935 


Expenses 

Income 

Trading 

Sales  Returns 

$500.00  

t>Sales 

$30000.00 

Inventory  Jan.  1, 

1000.00 

Mdse,  inventory, Dec 

? 5000.00 

Purchases 

21000.00  ^ 

^Purchase  Returns 

250.00 

Onerat ing 

Gen.  Admn.  Exp. 

1000.00 

Commissions 

1000.00 

Selling  Exoenses 

900.00 

Rent  Income 

2000.00 

Bad  Debts 

100.00 

Other 

Interest  Expense 

150.00 

Interest  Income 

200.00. 

Sales  Discount 

250.00 

Purchase  Discount  _ 

500.00 

~|24900T00~ 

$38950.00 

Net  Profit 

14050.00 

$ 38950. 00 

$58950.00 
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The  A.C.  Jones  problem  did  not  give  any  adjustment  data 
If  it  did,  the  next  step  would  be  to  enter  any  adjustments 
directly  onto  the  analysis  sheets.  This  is  merely  a problem 
of  addition  and  subtraction.  I have  illustrated  the  working 
out  of  the  adjusting  entries  onto  the  analysis  sheets  in  the 
Airflight  Corporation  Problem.  See  pages  46,  47,  and  48. 

It  should  be  pointed  out  at  this  time  that  the  reader, 
by  working  out  the  A;C.  Jones  problem  by -the  use  of  the 
chart  of  accounts  and  the  analysis  sheets,  tends  to  develop 
a picture  in  his  mind  of  the  ultimate  goal;  that  is,  the  set 
up  of  the  balance  sheet  and  the  profit  and  loss  statements. 

The  analysis  sheets,  however,  play  a larger  part  in 
developing  the  picture,  because  they  approximate  the  balance 
sheet  and  the  profit  and  loss  statements  in  form  and  arrange 
ment . 

Bearing  the  above  in  mind,  it  is  now  a simple  matter  to 
set  up  the  financial  statements  from  the  analysis  sheets. 

The  balance  sheet  and  the  profit  and  loss  statements 
are  set  up  from  the  analysis  sheets  and  are  shown  on  the 
following  pages: 
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A.  C.  Jones 


Balance  Sheet  as  at  December  51,  1955 


Assets 


Current 

Cash 

Accounts  Receivable 
Less-  Res.-  Bad  Debts 
Notes  Receivable 
Merchandise  Inventory 
Fixed 
Building 

Less-  Res.-  Depr.-Bldg. 
Furniture  & Fixtures 
Less-  Res.-  Depr.-  Fur. 
Automobile 

Less-  Res.-  Depr.-  Auto 
Total  Assets 


$10000.00 

1000.00 


$25000.00 
1000.00 
$2000.00 
& Fix.  200.00 
$1500.00 
150.00 


$4000.00 

9000.00 

5000.00 

5000.00  $23000.00 

$24000.00 

1800.00 

1550.00  27150.00 

$50150.00 


Liabilities  And  Capital 


Current 

Accounts  Payable 
Notes  Payable 


$15000.00 

5000.00  $20000.00 


Capital 

A.  C.  Jones,  Capital  $16100.00 

Add-  Net  Profit  for  the  Period  14050.00  30150.00 

Total  Liabilities  and  Capital 


$50150.00 
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A.  C.  Jones 


Profit  and  Loss  Statement  for  the  Year  Ended  Dec.  31,  1935 


Sales  |30000.00 

Less-  Sales  Rettirns  500 . 00 

Net  Sales 

Less-  Cost  of  Goods  Sold; 

Merchandise  Inv.  Jan.  1,  1935  $1000.00 

Purchases  $21000.00 

Less-  Purchases  Returns  250.0020750.00 
Total  $21750.00 

Less-  Merchandise  Inv.  Dec.  31  5000.00 

Gross  Profit  on  Sales 


Less-  Operating  Expenses: 
General  Admn.  Expense 
Selling  Expenses 
Bad  Debts 

Net  Operating  Profit 

Add-  Other  Income; 
Commissions 
Rent  Income 
Interest  Income 
Purchase  Discount 
Total  Income 
Less-  Other  Charges: 


Interest  Expense  & Sales  Discount 
Net  Profit  for  the  Period 


$1000.00 

900.00 

100.00 


$1000.00 

2000.00 

200.00 

500.00 


$29500.00 


16750.00 

$12750.00 


2000.00 

$10750.00 


5700.00 

$14450.00 

400.00 

$14050.00 
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The  next  step  is  to  apply  the  theory  of  debit  and 
credit  to  the  chart  of  accounts  and  the  analysis  sheets 
by  working  out  five  problems.  These  are  as  follows: 

1.  The  Airflight  Corporation. 

2.  The  Acme  Corporation. 

3.  The  " X ” Manufacturing  Company. 

4.  The  " X " Trust  Company. 

5.  The  ABC  Companies. 

These  problems  are  worked  out  and  explained  in  the  next 
chapter. 

It  should  be  made  clear,  however,  that  in  working 
out  these  problems  I have  repeated  many  definitions.  This 
has  been  done  for  the  purpose  of  emphasis. 

However,  let  us  procede  with  the  next  chapter. 
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Part  III 

The  Application  of  the  Theory  of  Debit  and  Credit  to  the 

Chart  of  Accounts  and  the  Analysis  Sheets. 

Problem  1.  The  Alrf light  Corporation, 

The  Chart  of  Accounts. 

The  next  question  is:  How  can  we  apply  the  theory  of 
debit  and  credit  to  the  chart  of  accounts?  Before  answering 
this  question  it  is  imperative  that  I define  ,!Chart  of  Ac- 
counts” • 

A chart  of  accounts  is  a summary  showing  the  names  of 
all  the  accounts  in  a particular  business  arranged  in  separ- 
ate columns  showing  assets,  liabilities,  capital,  expense, 
and  income* 

The  chart  of  accounts  is  divided  into  two  sections;  the 
real  or  balance  sheet  accounts,  and  the  nominal  or  profit 
and  loss  accounts* 

The  real  accounts  are  separated  into: 

1*  Assets. 

2.  Liabilities. 

3.  Capital. 

The  nominal  accounts  are  separated  into: 

1*  Expenses. 

2*  Income. 

I shall  illustrate  the  Airf light  Corporation  problem 
through  the  use  of  the  chart  of  accounts,  analysis  sheets, 
and  financial  statements. 
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The  chart  of  accounts  for  the  Airflight  Corporation, 
appearing  on  the  following  page,  shows  the  trial  "balance 
accounts  separated  into  columns  showing  assets,  liabilities, 
capital,  exoense,  and  income. 
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The  accounts  shown  on  the  chart  of  accounts  on  the 
previous  page  were  taken  from  the  trial  balance  of  the 
Airflight  Corporation.  The  trial  balance  appears  on  the 
following  pages: 
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The  Airflight  Corporation 
Trial  Balance,  June  30,  1935* 


Bank  Balance 

$ 4685.71 

Petty  Cash 

200.00 

Accounts  Receivable 

8330.80 

Fuel  and  Oil  Inventory 

364.86 

Parts  Inventory 

9004.75 

Supplies  Inventory 

496.64 

Prepaid  Insurance 

892.67 

Airplanes 

24649.72 

Service  Equipment 

9875.00 

Hangar 

69000.00 

Automobiles 

1150.00 

Office  Equipment 

350.00 

Deficit 

18637.02 

Cost  of  Sales: 


Service 

8562.00 

Parts 

10246.81 

Fuel  and  Oil 

4586.95 

Land  Kent 

2000.00 

Maintenance  Planes 

9684.36 

Maintenance  Hangar 

1875.22 

Forced  Landing  Expense 

385.22 

Pilots  Salaries 

7450.00 

Insurance,  Flight 

3393.75 

Insurance , General 

456.33 

Taxes,  Licenses,  Fees 

1545.10 

Amount  Carried  Forward 

$197822.91 
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The  Airflight  Corporation 
Trial  Balance,  June  50,  1935.  (Continued; 


Amount  Brought  Forward 

$197822 .91 

Office  Salaries  and  Expenses 

2850.61 

Executive  Salaries 

6000.00 

Automobile  Expense 

756.42 

Advertising 

642.10 

Fuel  and  Oil  Consumed' 

3685.10 

C-round  Crew  Salaries 

2581.25 

Legal  and  Professional 

645.00 

Accounts  Payable 

$7778.63 

Excise  Tax  Accrued 

240.00 

Compensation  Insurance  Accrued 

213.69 

Mortgage  Payable 

25000.00 

Capital  Stock  5000  shares  no 

par 

100000.00 

Flight  Revenue 

30210.75 

Sky  Sign  Kevenue 

875.45 

Sales  service 

13461.84 

Sales  Parts 

15310.81 

Sales  Fuel  and  Oil 

6845.36 

Storage  Income 

4855.00 

Locker  Rentals 

245.00 

Photographic  Revenue 

225.00 

Com.  on  Sales  on  Planes 

1575.00 

Reserves  Depreciation: 

Planes 

4675.00 

Hangar 

1875.00 

Amount  Carried  Forward 

$214983.39 

$206986.52 
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The  Airflight  Corporation 


Trial  Balance, 

June  30,  1935* 

(Continued; 

Amount  Brought  Forward 

$214983.39 

$206986.52 

Service  Equipment 

1246.86 

Automobiles 

275.00 

Office  Equipment 

75.00 

$214983.39 

$214983.39 

Physical  Inventories,  June  39,  1935 
Parts  8845*45 

Fuel  and  Oil  351 .22 

Supplies  525*10 

On  June  25,  one  of  the  company’s  planes  crashed  and  was  de- 
molished* The  plane  had  cost  $4,465*00  on  April  1 of  the 
preceding  year  and  at  the  end  of  the  last  fiscal  year  was 
depreciated  for  3 months  at  the  rate  of  33  1/3$.  Parts 
having  a value  of  $586.00  were  salvaged* 

Depreciation: 

Planes  33  1/3$  Hangar  3$ 

Service  Equipment  10$  Automobiles  20$ 

Office  Equipment  5$ 

Required 

Financial  statements  for  the  fiscal  year  ended  June  30, 
1935*  Use  analysis  sheets  to  accompany  your  statements. 
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Previous  to  preparing  the  financial  statements  from  the 
analysis  sheets,  it  is  necessary  for  me  to  explain  some  of  the 
accounts  in  an  airflight  business  which  are  different  from 
the  ones  of  other  businesses.  (Refer  to  the  trial  balance 
on  pages  36,  37  and  3SJ. 

The  accounts  included  among  the  current  assets  are 
familiar  to  the  reader  and  need  no  explanation. 

The  accounts,  airplanes  and  hangar,  included  among  the 
fixed  assets  are  characteristic  of  an  airflight  business. 

Among  the  liabilities  there  are  two  accounts  which  may 
need  explanation.  These  are  the  excise  tax  accrued,  and  the 
compensation  insurance  accrued.  All  corporations  pay  an  ex- 
cise tax  for  the  privilege  of  doing  business.  In  this  par- 
ticular problem,  the  Airflight  Corporation  owes  an  excise 
tax  which  has  accrued  for  the  amount  of  $240.00.  Most 
businesses  of  any  large  size  carry  compensation  insurance 
for  the  protection  of  the  workers.  It  should  be  noted,  how- 
ever, that  compensation  insurance  is  not  compulsory  in 
Massachusetts.  The  compensation  insurance  accrued  account 
of  $213.69  shows  that  the  Airflight  Corporation  owes  that 
amount  to  an  insurance  company. 

Among  the  operating  income  accounts  are  flight  revenue, 
sky  sign  revenue,  storage  income,  locker  rentals,  photo- 
graphic revenue,  and  commission  sales  of  planes.  These 
accounts  are  characteristic  of  an  airflight  business. 

The  other' accounts  are  familiar  to  the  reader. 
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The  Analysis  Sheets. 

The  next  step  is  to  prepare  the  financial  statements 
from  the  analysis  sheets.  This  develops  logically  from  the 
chart  of  accounts. 

I shall  illustrate  the  use  of  the  analysis  sheets  by 
working  out  the  Airflight  Corporation  problem.  The  real 
accounts  in  the  trial  balance  (refer  to  pages  36,  37,  and  38) 
are  entered  onto  the  analysis  sheet  for  the  real  accounts. 

The  nominal  accounts  are  also  entered  onto  the  analysis  sheet 
for  the  nominal  accounts.  F.efef  to  pages  42  and  43. 

At  this  point  it  is  advisable  to  determine  the  profit 
or  loss.  This  is  determined  on  the  analysis  sheet  for  the 
real  accounts  by  subtracting  the  total  liabilities  plus 
capital  or  net  worth  ($122,742.16)  from  the  total  assets 
($128,855.67).  The  result  is  a net  profit  of  $6113.51.  See 
page  42.  Likewise,  the  profit  or  loss  is  determined  on  the  an- 
alysis sheet  for  the  nominal  accounts  by  subtracting  the  tota} 
expenses  ($77,212.47)  from  the  total  income  ($83,325.98).  This 
results  in  a net  profit  of  $6113.51  which  agrees  with  the 
profit  determined  on  the  analysis  sheet  for  the  real  accounts. 
See  pages  42  and  44. 

It  should  be  pointed  out,  however,  that  in  the  case  of 
a reported  loss  the  procedure  would  be  reversed;  that  is,  the 
net  loss  would  be  determined  on  the  analysis  sheet  for  the 
real  accounts  by  subtracting  the  total  assets  from  the  total 
liabilities  plus  capital  or  net  worth. 


M 


: f.  it 

• i ; ' v.  -l-o  . .o*  ' . - - 


i •■;  ai  jc.'3i.3  txs. 


, 

*P  jfltfOf'C  3 ' j'rPrfo 

‘O’  ' '•  ■•.ta  , " SfUT  - ’ V • .•  •*.  ^ tSi  1 . ; 3 ‘ 

. . - . ■'  ; : lo  [■  '3 ax . 'xr  vr 

, 

* b ‘ i ' o':  ■ ; 

£<: ■$*!»  1 ' t'i  x&  e..*  o;  . nsriart': . oal.  ;n  * tr  ooo:  tlr  on  an  . 

. 

. • ' • i A 

- • > „ 

. ' . v . ■ 

v • .;• 

- ' • ■ ' ":•  : a ■ ' . : - J i e t ‘1 

•» 

. ..  - , ;.i 

t<  • ’••■"■  • ' ’ w - ■•::/  " s.  x.  b-j  • j-v  a 

^i*w  - .!•*£:>  • f>  tf  ;■  r.rCO'  .,  £ 

’ - 1 


41 


Likewise,  the  net  loss  would  be  determined  on  the  analysis 
sheet  for  the  nominal  accounts  by  subtracting  the  total 
income  from  the  total  expenses. 

On  the  next  two  pa&es  ere  illustrated  the  analysis 
sheets  of  the  Airf light  Corporation  for  both  the  real  and 
the  nominal  accounts,  (Note  the  net  profit  on  both  sheets). 
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The  Airflight  Corporation 
Analysis  Sheet  Real  Accounts 

Balance  Sheet 
June  5$,  1935 


Assets 

Current 

Bank  Balance 

Petty  Cash 

Accounts  Receivable 

Inventory  Parts 

Inventory-Fuel  & Oil 

Inventory-Supplies 

Fixed 

Airplanes 

Service  Equipment 

Hangar 

Automobiles 

Office  Equipment 


Liabilities  and  Capital 


$4685.71 

200.00 

8330.80 

8845.45 

351.22 

525.10 


Accounts  Payable 
Excise  Tax  Accrued 
Compensation  In- 
surance Accrued 


$7778.63 

240.00 

213.69 


24649.7 

9875.00 
69000.00 

1150.00 
350.00 


2<— * 


Reserve-Depreciation 

Reserve-Depreciation 

Reserve-Depreciation 

Reserve-Depreciation 

Reserve-Depreciation 


4675.00 
1246.86 

1875.00 
275.00 

75.00 


Deferred 

Prepaid  Insurance 


Total  Assets 


Total 


892.67 


Mortgage  Payable  25000.00 


Capital 
Capital  Stock 


128855.67 


128855.67 


Deficit 

Total  Liability 
and  Capital 
Net  Profit  for 
Period 
Total 


100000.00 

141379.18 

18637.02 


122742.16 


6113.51 

128855.67 
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The  Airflight  Corporation 
Analysis  Sheet  Nominal  Accounts 

Profit  and  Loss 


Expense 

June  34) 

, 1935 

Income 

Trading 

Cost  of  Sales-Service 

8562.00 

Sales  Service 

13461.84 

Cose  of  Sales-Parts 

10246.81 

Sales  Parts 

15310.81 

Cost  of  Sales-Fuel  & Oil 

4586.95 

Sales-Fuel  &oil 

6845.36 

Invent  ory-Part s 

9004.75 

Inventory-Parts 

8845.45 

Inventory-Fuel  & Oil 

364.86 

Invent  ory-Fue 1 

Invent ory-Supplies 

496.64 

and  Oil 

351.22 

Inventory-Supplies  525.10 

Operating  Expenses: 

Operating  Income: 

Land  Rent 

2000.00 

Flight,  Revenue 

30210.75 

Maintenance  Planes 

9684.36 

Sky  Sign  Revenue 

875.45 

Maintenance  Hangar 

1875.22 

Storage  Income 

4855.00 

Forced  Landing  Expense 

385.22 

Locker  Rentals 

245.00 

Pilots  Salaries 

7450.00 

Photographic  Rev. 

225.00 

Insurance,  Flight 

3393.75 

Com.  Sales  Planes 

1575.00 

Insurance,  General 

456.33 

Taxes,  Licenses, Fees 

1545.10 

Office  Salaries 

2850.61 

Executive  Salaries 

6000.00 

Automobile  Expense 

756.42 

Advertising 

642.10 

Fuel  and  Oil  Consumed 

3685.10 

Amount  Carried  Forward 

#73986.22 

Carried  Forward 

#83325.00 
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The  Airf light  Corporation 
Analysis  Sheet  Nominal  Accounts 

Profit  and  Loss  (continued) 

June  1955. 


Expense 

Operating  Expenses: 
Amount  Carried  Forward 
Ground  Crew  Salaries 
Legal  & Professional 
Total  Expenses 
Net  Profit 
Total 


Income 


$73986.22 

2581.25 

645.00 

$77212.47 

6113.51 

^83525.98 


Total  Income 


Total 


^83325.98 


$83325.98 


$83325.98 
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The  next  step  would  he  to  enter  any  adjustments  directly 
onto  the  analysis  sheets  which  appear  on  pages  42,  43,  and  44. 
If  I did,  it  would  he  necessary  to  erase  the  amount  totals 
in  each  column  in  order  that  new  totals  he  taken.  However,  I 
have  decided  to  use  another  set  of  analysis  sheets  to  show  how 
the  adjustments  are  entered.  Refer  to  pages  46,  47,  and  48. 

The  adjustments  are  numbered  so  that  the  entries  can  be  readily 
traced.  For  example:  Entry  number  1 is: 

Debit — Depreciation  of  Planes  $1467.32 

Credit — Res.  for  Deor.  of  Planes  $1467.32 

We  post  the  debit  to  the  analysis  sheet  for  the  nominal 
accounts  under  the  operating  expense  section  on  page  47,  and 
the  credit  to  the  analysis  sheet  for  the  real  accounts  under 
the  liabilitiy  section  on  page  46.  The  other  adjustments  are 
numbered  in  a similar  manner.  After  the  adjustments  are 
entered  on  the  analysis  sheets,  as  shown  on  pages  46  and  47, 
the  real  and  nominal  accounts  are  again  totaled  to  determine 
the  adjusted  profit  of  loss. 

It  should  be  noted  that,  as  a result  of  the  adjustments  , 
the  Airf light  Corporation  now  suffers  a net  loss  of  $7426.37. 

The  analysis  sheets  with  the  adjustments  thereon  are 
shown  on  the  following  pages; 
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The  Airflight  Corporation 


Analysis  Sheet  Real  Accounts 

Balance  Sheet 
June  50 , 1955 


Assets Liabilities  and  Capital 


Current 

Bank  Balance 

4685.71 

Accounts  Payable 

778.63 

Petty  Cash 

200.00 

Excise  Tax  Accrued  240.00 

Accounts  Receivable8330.80 

Compensation  Ins 

• 

Fuel  and  Oil  Inv 

. 351.22 

Accrued 

213.69 

Parts  Inventory 

8845.45 

Supplies  Inventory  525*10 

Salvaged  Parts 

$ 586.00 

Fixed 

®4465.0O 

Depreciation  Res 

• 

planes 

6728.26 

Planes 

& 1839. 70*- 

^Depreciation  Res. 

s 

4675.00 

©1467.32 

Airplanes 

24649.724 

J 

1246.86 

^^Depreciation  Res. 

Service  Equip. 

9875.00* 

& 987.50 

Hangar 

69000.00^ 

^Depreciation  Res. 

1875.00 
® 2070.00 

Autoinobiles 

1150.00^ 

^Depreciation  Res. 

275.00 

Office  Equip. 

350.00- 

N 

Si 

Depreciation  Res. 

© 230.00 

75.00 

® 17.50 

Mortgage  Payable 

25000.00 

Deferred 

Prepaid  Insurance  892*67 

Capital 

Capital  Stock 

100000.00 

Deficit 

(18637762) 

Net  Loss 

£7426.37) 

$131281.37 

$131281.37 
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The  Airflight  Corporation 
Analysis  Sheet  Nominal  Accounts 

Profit  and  Loss 

June  30  , 1955 


Expense Income 


Trading 

Cost  of  Sales  Service 

8562.00 

Sales  Service 

13461.84 

Cost  of  Sales  Parts 

10246.81 

' 

Sales  Farts 

15310.81 

Cost  of  Sales  Fuel  & 

■ 

Sales  Fuel  and 

Oil 

4586.95 

Oil 

6845.36 

Inventory  Parts 

9004.75 

Inventory  Parts 

8845.45 

Inventory  Fuel  & 

Inventory  Fuel  & 

Oil 

364.86 

* 

Oil 

351.22 

Inventory  Supplies 

496.64 

Inventory  Supplies  525.10 

Operating  Expenses: 

Operating  Income 

• 

• 

Maintenance  Hangar 

1875.22 

Storage  Income 

4855.00 

Forced  Landing  Exp. 

385.22 

Locker  Rentals 

245.00 

Pilots  Salaries 

\ 

7450.00 

Photo.  Revenue 

225.00 

Insurance , Flight 

3393.75 

Com.  Sales  of 

Insurance,  General 

456.33 

Planes 

1575.00 

Taxes,  Licenses , Fees 

1545.10 

Sky  Sign  Revenue 

875.45 

Office  Salaries 

2850.61 

Flight  Revenue 

30210.75 

Executive  Salaries 

6000.00 

Automobile  Exp. 

756.42 

Advertising 

642.10 

Fuel  & Oil  Consumed 

3685.10 

Ground  Crew  Salaries 

2581.25 

Legal  & Professional 

645.00 

Amount  Carried  For. 

65528.11 

Carried  Forward 

83325.98 
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The  Airflight  Corporation 
Analysis  Sheet  Nominal  Accounts 

Profit  and  Loss  (continued) 


June  50 , 1955 

Income 


Operating  Expenses: 

Amount  Carried  Forward 

65528.11 

83325.98 

Land  Rent 

2000*00 

- 

Maintenance  Planes 

9684.56 

Depreciation-Planes 

Loss  on  Planes  crashed 

6728.26 
(D  1467.32 
© 2039.30 

Depreciation-Hangar 

<$2070.00 

Depreciation-Service  Equip® 987*50 

Depreciation-Autos • 

© 230.00 

Depreciation-Office  Equip*©  17*50 

- 

Total  Expenses 

| 

90752.35 

Total  Income 

83325.98 

Net  Loss 

7426.37 

Total 

$90752.35 

Total 

$90752.35 
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The  Balance  Sheet  and,  tne  Frofit  and  Loss  Statements 

The  balance  sheet  and  the  profit  and  loss  statements 
are  then  set  up  from  the  analysis  sheets.  The  items  on  the 
financial  statements  can  be  traced  very  readily  from  the 
analysis  sheets  on  pages  4 7 and  48. 

The  following  pages  illustrate  the  set  up  of  the  fi- 
nancial statements,  the  balance  sheet  and  the  profit  and 
loss. 
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The  Alrf light  Corporation 

Balance  Sheet 
as  at  June  50,  1955 


Assets 

•Current  Assets: 

Bank  Balance 
Petty  Cash 
Accounts  Receivable 
Fuel  and  Oil  Inventory 
Parts  Inventory 
Supplies  Inventory 
Salvalged  Parts 
Fixed  Assets? 

Airplanes 
Less  Depr.  Res. 

Service  Equip. 

Less,  Depr.  Res. 

Hangar 

Less,  Depr.  Res. 
Automobiles 
Less,  Depr.  Res. 

Office  Equipment 
Less, Depr.  Res. 
Deferred  Charges: 

Prepaid  Insurance 
Total  Assets 


$20184.72 

11030.88 

9875.00 
2234.36 

69000.00 

3945.00 

1150.00 

505.00 

350.00 
92.50 


4685.71 

200.00 

8330.80 

351.22 

8845.45 

525.10 

586.00  23524.28 


9153.84 

7640.64 


65055.00 

645.00 

257.50  827 51 . 98 

892.67 

$107168.93 
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The  Airflight  Corporation 

Balance  Sheet  (Continued) 


as  at  June  50, 

Liabilities  and  Capital 
Current  Liabilities 
Accounts  Payable 
Excise  Tax  Accrued 
Compensation  Ins*  Accrued 
Fixed  Liabilities: 

Mortgage  Payable 
Total  Liabilities 

Capital 

Capital  Stock-No  par  5000  shares 


1955. 


7778.63 

240.00 

215.69  8232.32 

25000.00 

33232.32 


100000.00 


Deficit  18637.02 

Add-Net  Loss  7426.37  26063.39  73936.61 


Total  Liabilities  and  Capital 


107168.93 
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The  Airflight  Corporation 

Profit  and  Loss  Statement 
for  Year  Ending  June  30 , 1S55 


35618.01 

9369.61 

23595.76 

32765.37 

9196.67 

25568.70 

12049.31 


Sales 

Less-Cost  of  Goods  Sold 
Inventory  #1 
Add:  Cost  of  Sales 
Total 

Less -Inventory  #2 
Total  Cost  of  Sales 
Gross  Profit 

Less-Operating  Expenses: 
Maintenance  Hangar 
Forced  Landing  Expense 
Pilots  Salaries 
Insurance,  Flight 
Insurance,  General 
Taxes,  Licenses,  Fees 
Office  Salaries  and  Expenses 
Executives  Salaries 
Automobile  Expense 
Advertising 
Fuel  and  Oil  Consumed 
Ground  Grew  Salaries 
Legal  and.  Professional 
Land  R^nt 


1875.22 

385.22 

7450.00 
3393.75 
456.33 

1545.10 
2850.61 

6000.00 
756.42 

642.10 

3685.10 
2581.25 

645.00 

2000.00  

$32226.80  $12049.31 


Amount  Carried  Forward 
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The  Air flight  Corporation 
Profit  and  Loss  Statement  (Continued) 

for  Year  Ending  June  30,  1935 


Operating  Expenses: 

Amount  Carried  Forward 
Maintenance  Planes 
Depreciation-Planes 
Depreciation-Hangar 
Depreciation-Service  Equipment 
Loss  on  Plane  Crashed 
Depreciation-Automobiles 
Depreciation-Office  Equipment 
Net  Operating  Loss 
Less:  Operating  Income: 

Storage  Income  and  locker  rentals 
Photographic  Revenue  & Sky  Sign  Rev. 
Commission  Sale  of  Planes 
Flight  Revenue 
Inventory  Supplies 


$32226.80 

9684.36 

8195.58 

4109.30 
987.50 

2039.30 
230.00 

17.50 


$12049.31 


57490.54 

$45441.03 


5100.00 

1100.45 

1575.00 

30210.75 

28.46  38014.66 


Net  Loss 


$7426.37 
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£c2>eau!e  of.  Sa.le.s . 

Sales 

Service 

Sales 

Parts 

Service 

Fuel  & Oil 

Sales 

13,461.84 

15,310.81 

8645.36 

Less-Cost  of  Goods  Sold 

Inventory  #1 

9,004.75 

364.86 

Add:  Cost  of  S les 

8,562.00 

10,246.81 

4586.95 

Total 

8,562.00 

19,251.56 

4951.81 

Less-Invenfeory  #2 

8,845.45 

351.22 

Total  Cost  of  Sales 

8,562.00 

10406.11 

4600.59 

Gross  Profit 

4,899.84 

4,904.70 

2244.77 

Sales  Service 
Sales  Parts 

Sales  Service  Fuel  and  Oil 
Total  Gross  Profit 


4,899.84 

4,904.70 

2,244.77 

#12,049.31 
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Problem  2.  The  Acme  Motor  Sales  Company . 

The  Airflight  Corporation  illustrated  a trading  business. 
The  next  problem  is  a book  inventory  plan.  It  is  frequently 
referred  to  as  a perpetual  or  running  inventory. 

A book  inventory  plan  is  one  which  shows  a monthly  bal- 
ance of  the  inventory  on  hand.  This  makes  it  possible  to 
prepare  monthly  statements  without  taking  a physical  in- 
ventory. 

I have  chosen  the  Acme  Motor  Sales  Company  as  an  il- 
lustration of  a book  inventory  plan.  This  problem  differs 
from  the  Airflight  Corporation  in  that  the  cost  of  new  auto- 
mobiles, used  cars;  accessories;  gas,  oil,  and  grease;  re- 
pair labor;  repair  parts  used;  accessories  used;  gas,  oil, 
and  grease  through  service;  and  tractors  and  Equipment  is 
found  through  the  use  of  the  book  inventory  plan.  The  pro- 
cedure in  setting  up  the  Acme  Motor  Sales  Company  is  simi- 
lar to  the  previous  one  with  one  exception;  that  is,  the 
trial  balance  on  page  5 3 merely  asks  for  analysis  sheets 
and  financial  statements  in  approved  form.  There  are  no  ad- 
justments to  be  made. 

The  trial  balance  of  the  Acme  Motor  Sales  Company  is 
shown  on  the  following  pages: 
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The  Ac&e  Motor  Sales  Company 
Trial  Balance , December  51,  1955. 


Imprest  Cash 

Exchange  Bank  and  Trust  Company 
First  National  Bank 
Notes  Receivable 
Accounts  Receivable 
Subscriptions  Receivable 
New  Automobiles  Inventory 
Used  Cars  Inventory 
Parts  Inventory 

Tractor  Parts  and  Supplied  Inv. 

Accessories  Inventory 

Gas,  Oil  and  Grease  Inventory 

Company  Cars  and  ‘•‘■'rucks 

Salesmen  Control 

Service  Equipment 

Office  Equipment 

Insurance  Prepaid 

Reserve  for  Account  Receivable 

Notes,  Payable,  Bank  Loans 

Notes  Payable,  New  Car  Finance 

Accounts  Payable 

Dividends  Payable 

Capital  Stock,  Common 

Capital  SJock  Subscribed,  Common 

Surplus 

Amount  Carried  Forward 


250.00 

6994.41 

2317.69 

7830.11 
17915.41 

8500.00 

14274.35 

12097.75 

1850.79 

1032.76 

3385.99 

970.22 

5650.31 

4056.11 
1343.65 

43.28 


88512.83 


181.31 


453.08 

5000.00 

5640.00 
2560.34 

600.00 

20000.00 

10000.00 

2174.89 

46609.62 
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The  Acme  Motor  Sales  Company 
Trial  Balance,  December  51,  1955 


Amount  Carried  Forward 

Reserve  Depreciation  Service  Equip. 

Reserve  Depreciation  Office  Equip. 

Reserve  Depreciation  Company  Cars 

Expense  Control 

New  Automobiles  Sales  and  Cost 

Uded  Cars,  Sales  and  Cost* 

Parts,  Sales  and  Cost. 

Accessories,  Sales  and  Cost 

Gas,  Oil  and  Grease,  Sales  and  Cost. 

Repair  Labor,  Sales  and  Cost. 

Repair  Parts  used.  Sales  and  Cost 

Accessories  Used,  Sales  and  Cost. 

Gas,  Oil  and  Grease,  Service 

Tractors  and  Equipment,  Sales  & Cost 

Finance  Income 

Miscellaneous  Earnings 

Discount  Earned 

Interest  on  Bank  Balances 

Cash  Variations 

Capital  Stock,  Preferred 

Paid-in  Surplus 


$88512.83 


70845.88 

251781.50 

99073.87 

19822.19 

1568.21 

468.48 

6325.10 

4433.05 

1509.01 

410.93 

2453.05 


547201.10 


Required: 


Analysis  Sheets „ 

Financial  Statements  in  Approved  form. 


$46609.62 

895.41 

193.51 

957.52 

305444.71 

94700.72 

26442.86 

2386.58 

641.87 
10284.92 

6917.74 
2390.63 

717.88 
2388.20 

5676.74 
209.22 

99.90 
218 .08 
24.99 
30000.00 
10000 .00 
547201.10 


•;>  & L 1 '•  ' 

, 

. 

, 

, 

. 

• ' < •'  • ' • ■ ■ 

. 

e ;teO  ’£(*  • a f :>  • ' (SCi 

„ 

r • . • - o'- 

. 

. 

n 

. 

- 

. 

. 

, 

. 

' 

. 

- •' 

. 

. 

* O"  f>l-3  i-'  -p-  **  ^ & 

. . 

•••  •.• 

.■re  •i»J  '.3  *!*>•*  9FS*  *li 

. 

■ 

’ 

* 

> 

- ■:  v - 

,?;c3  > ^LiC 

t 

- .-r  rf  ?;jnex  jl  ~ 

- 

. u ■ . n -'  £•• 

■U. 

c,o  ! > 'v  h *\ntnT. 

. 

; - . ' i j r.  1 . 7 r&M  1 

. 

r-oi'rc  A ©*vi  ,;Iao I «i:  ’ a fO 

. 

aw  q*ix.  . n . ~!'x.rci 

• . 

- 

: £>©•!  jfcj/pef 

i • 8 . 1 x-  . 

; ; f/;,  1 : jf£  • • - 


53* 


The  Chart  of  Accounts. 

The  next  step  is  to  transfer  the  accounts  appearing  on 
the  trial  balance  to  the  chart  of  accounts.  As  previously- 
explained,  the  chart  of  accounts  is  a summary  showing  the 
names  of  all  the  accounts  in  a particular  business  arranged 
in  separate  columns  showing  assets,  liabilities,  capital, 
expense,  and  income.  The  real  balance  sheet  accounts  are: 

1.  Assets. 

2.  Liabilities. 

3.  Capital. 

The  nominal  or  profit  and  loss  accounts  are: 

1.  Expenses. 

2.  Income. 

The  chart  of  accounts  for  the  Acme  Motor  Sales  Company 
is  shown  on  the  next  page. 
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The  Analysis  Sheets 

The  next  step  is  to  stt  up  the  analysis  sheets  for  the 
Acme  Motor  Sales  Company.  The  real  and  nominrl  accounts  ap- 
pearing on  the  trial  balance  on  pages  56  and  57,  are  trans- 
ferred to  their  respective  analysis  sheets.  There  are  no 
adjustments  to  be  made;  therefore  the  columns  on  both  analy- 
sis sheets  are  added  and  totaled.  On  the  analysis  sheet  for 
the  real  accounts,  the  total  assets  ($88511.83)  are  sub- 
tracted from  the  total  liabilities  plus  capital  or  net  worth 
($88656.06).  This  results  in  a net  loss  of  $144.23.  Like- 
wise, on  the  analysis  sheet  for  the  nominal  accounts,  the 
total  income  ($458,545.04)  is  subtracted  from  the  total  ex- 
penses ($458,689.27).  This  results  in  a net  loss  of  $144.23. 

The  analysis  sheets  for  the  Acme  Motor  Sales  Company  are 
shown  on  the  following  pages: 
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Acme  Motor  Sales  Company 
Analysis  Sheet  Real  Accounts 


Balance  Sheet 


Assets 

Liabilities 

& Capital 

UTlrrent 

Imprest  Cash 

250.00 

Notes  Payable  a/c 

5000*00 

Exchange  Bank  & 

Trust  Co. 

6994.41 

Notes  Payable,  New  5640.00 
Car  Finance 

First  Nat  * 1 Bank 

2317.69 

Accounts  Payable 

2560.34 

Notes  Receivable 

7830.11 

Dividends  Payable 

600.00 

Accounts  Rec. 

17915.41 

Res.  Bad  Debts 

453.08 

Sub.  Receivable 

8500.00 

Salesmen  Control 

181.31 

New  Auto  Inventory 

14274.35 

Used  Car  Inventory 

12097.75 

Parts  Inventory 

1850.79 

Tractor  Parts  & 
Supply  Inv. 

1032.76 

Accessories,  Inv. 

3385.99 

Gas,  Oil  & Grease 
Inventory 

Fixed 

970.22 

Company  Cars  & Trucks 

5650.31 

Reserve  Depr. 

957.52 

Service  Equipment 

4056.11 

Reserve  Depr. 

895.41 

Office  Equipment 
Deferred 

1343.65 

Reserve  Depr. 
Capital 

193.51 

Insurance  Prepaid 

42.28 

Capital  Stock 

20000.00 

' 

Capital  Stock  Pre 

. 30000.00 

Capital  Stock  Subs .10000.00 

Paid  in  Surplus 

10000.00 

Surplus 

2174.89 

Net  Loss  for  Period 

88511 .85 

144.23 

88656.06 

$ 88656. 06, 

$88656.06 
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Acme  Motor  Sales  Company 
Analysis  Sheet  Nominal  Accounts 


Profit  and  Loss 


Expenses 

Income 

Cost  -New  Autos 

251781.50 

Sales-New  Autos 

305444.71 

Cost-  Used  Cars 

99075.87 

Sales-Used  Cars 

94700.72 

Cost-Parts 

19822.19 

Sales-Parts 

26442.86 

Cost-Accessories 

1568.21 

Sales- Accessories 

2386.58 

Cost-Gas,  Oil  & 

468.48 

Sales,  Gas,  Oil  & 

641.87 

Grease 

Grease 

Cost-Repair  Labor 

6325.10 

Sales,  Repair 

10284.92 

Labor 

Cost-Repair  Pafcts 

4431.05 

Used 

Sales,  Repair 

6917.74 

Parts  Used 

Cost-Accessories 

1509.01 

Used 

Sales,  Accessories  2390.63 

Used 

Cost-Gas,  Oil 

410.93 

Sales,  Gas,  Oil 

Grease  thru  Service 

2453.05 

Grease  thru  Ser. 

717.88 

Cost -Tractors  & Equip 

• 

Sales,  Tractors  & 

Equipment 

2388.20 

Expenses 

Income 

Expense  Control 

70845.88 

Finance  Income 

5676.74 

Misc.  Earnings 

209.22 

Disct.  Earned 

99.90 

Int.  on  Bank  Bal. 

218.08 

Cash  Variations 

24.99 

458689.27 

Net  Loss  for  the 

458545.04 

Period 

144.23 

$458689 .27 

$458689.27 
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The  Balance  Sheet  and  Profit  and  Loss  Statement, 

The  financial  statements,  the  balance  sheet  and  the  pro- 
fit and  loss  statements,  are  then  set  uo  from  the  analysis 
sheets. 

The  only  accounts  which  may  need  explanation  are: 

1.  Notes  Payable,  New  Car  Finance. 

2.  Capital  Stock  Subscribed. 

3.  Paid  in  Surplus. 

4.  Earned  Surplus. 

The  account.  Notes  Payable,  New  Car  Finance,  is  a liabil- 
ity of  a current  nature.  It  means  that  the  Acme  Motor  Sales 
Company  Is  buying  new  cars  and  financing  the  payment  through 
a finance  company.  This  account  is  shown  on  the  balance 
sheet  under  the  liability  section.  (See  page  66). 

The  account.  Capital  Stock  Subscribed,  as  shown  on  the 
balance  sheet  under  capital  or  net  worth  section,  is  a 
temporary  capital  stock  account.  It  means  that  the  sub- 
scribers to  the  caoital  stock  of  the  Acme  Motor  Sales  Com- 
pany have  not  paid  their  subscriptions  in  full.  As  soon  as 
they  do,  the  caoital  stock  subscribed  account  will  be  de- 
creased and  the  capital  stock  account  will  be  increased  by 
the  amount  of  stock  issued. 

The  account.  Paid  in  Surplus,  as  shown  under  th©  surplus 

, section,  is  a surplus  account.  This  may  in&i$#te  that  at  the 
time  the  stockholders  bought  the  stock  they  may  have  paid  in 

more  than  the  par  value. 
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The  account,  earned  Surplus,  as  shown  under  the  surplus 
section,  is  the  surplus  which  has  been  earned  during  the 
previous  periods. 

The  balance  sheet  and  the  urofit  and  loss  statements 
of  the  Acme  Motor  Sales  Comnany  annear  on  the  following 
pages : 
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Acme  Motor  Saxes  Company 

Balance  Sheet 


as  of  December  31,  1955 

Assets 

Current  Assets: 


Imprest  Cash 

250.00 

Exchange  Bank  & Trust  Co* 

6994.41 

First  National  Bank 

2317.69 

Notes  Receivable 

7830.11 

Accounts  Receivable  $17915*41 

Less:Reserve  for 

Bad  Debts  453.08 

17462.33 

Subscriptions  Rec. 

8500.00 

New  Auto.  Inventory 

14274.35 

Used  Car  Inventory 

12097.75 

Parts  Inventory 

1850.79 

Tractor  Parts  and 

1032.76 

Supply  Inventory 

3385.99 

Accessories  Inventory 

970.22 

Gas,  Oil  and  Efrease  Inv. 

Fixed  Assets: 

Company  Cars  & Trucks  $5650*31 
Less-Reserve  for  Depr.  957*52  4692*79 

Service  Equipment  4056*11 

Less*Re serve  for  Depr.  895*41  5160.70 

Office  Equipment  1343.65 

Less -Re serve  for  Depr*  195*51 1150*14 

Deferred  Charges:  Insurance  Prepaid 
Total  Assets 


76966.40 


9003.63 

42.28 

$86012.51 
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Acme  Motor  Sales  Company 

Balance  Sheet  (Continued) 

as  of  December  51,  1955 » 


Liabilities  and  Capital 


Current  Liabilities: 

Notes  Payable  Bank  a/ c 

5000.00 

Notes  Fayable,  New  Car  Finance 

5620.00 

Accounts  Payable 

2560.34 

Dividends  Fayable 

600.00 

Salesmens  Control 

181.31 

Total  Liabilities 

Capital 

<0 

Capital  Stock-Common 

20000.00 

Capital  Stock-Preferred 

50000.00 

Capital  Stock-Subscribed 

10000.00 

Surplus -Paid  In  Surplus 

Surplus 

2174.89 

Less-Loss  for  Period 

144.23 

13981.65 


60000.00 

10000.00 

2030.66 


Tdtal  Liabilites  and  Net  Worth 


$86012.51 
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Acme  Motor  Sales  Company 


Profit  and  Loss  Statement  for  the  Year  Ending  Dec*  51,  1955 

A Book  Inventory  Plan 


Net  Sales  (See  Schedule  A) 

Less:  Cost  of  Sales  (See  Schedule  A) 
Gross  Profit  on  Sales  (See  Schedule  A) 

Add:  Other  Income: 


Finance  Income 
Miscellaneous  Earnings 
Discount  Earned 
Interest  on  Bank  Balances 
Cash  Variations 
Total  Income 
Less:  Other  Charges: 

Expense  Control 
Net  Loss  for  the  Period 


5676.74 

209.22 

99.90 

218.08 

24.99 


452316.11 

587845.39 

64472.72 


6228.93 


70701.65 


70845.88 

144.23 


Schedule  A 
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68. 

Problem  3 — The  X Manufacturing  Company 

I have  chosen  the  X Manufacturing  Company  as  my  next 
illustration.  As  the  name  implies,  it  is  a Manufacturing 
business. 

This  problem  differs  from  the  two  preceding  ones  in  three 
respects: 

Is  The  chart  of  accounts  for  the  nominal  section  is 
divided  into  two  parts,  one  for  the  profit  and  loss  items, 
and  one  for  the  manufacturing  items.  This  chart  of  ac- 
counts is  shown  on  the  following  page. 
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Chart  of  Accounts X Manufacturing  Company 
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2.  The  analysis  sheets  also  include  an  additional  sheet  for 
the  manufacturing  items.  Refer  to  page  73. 

It  should  be  noted  that  the  figure  for  the  Cost  of  Goods 
Made  and  Sold,  amounting  to  $191,560.00,  is  transferred  from 
the  analysis  sheet  for  the  manufacturing  statement  to  the 
analysis  sheet  for  the  nominal  accounts.  Refer  to  page  72, 
and  73. 

The  analysis  sheets  for  the  X Manufacturing  Company 
appear  on  the  following  pages: 
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X Manufacturing  Company 

Analysis  Sheet 

Balance  Sheet 


L/CV/viiiUt/l  u-l  | JLi/OU 

Assets 

Liabilities  and  Capital 

Current : 

Cash 

1000,00  Accrued  Int,  Payable 

3250.00 

Accounts  Receivable 

'11000.00 

Notes  Receivable 

8000.00  Notes  Receivable 

3000 .00 

Raw  Material  Cost  #2  9900,00  Notes  Payable 

10000.00 

Goods  in  Process  #2 

7000.00  Dividends  Payable 

5000 .00 

Finished  Goods 

20640.00 

Factory  Supplies 

1000.00 

Fixed: 

Machinery  $ Equip. 

155000.00 

Office  Furniture 

5000.00 

( 

Issued  l/V^5)3onds  Pay.  6 % 25  Yrs. 

100000.00 

Deferred: 

Discount  on  Bonds 

4800.00 

Unexpired  Ins • 

500.00 

Capital 

Capital  Stock 

50000.00 

Surplus 

44100.00 

Net  Frofit  for  Period 

8490.00 

§223840.00 

§223840.00 

- 
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72. 


X Manufacturing  Company 

Analysis  Sheets 


Profit  and  Loss 
December  51,  1955 


Expense 

Income 

Returned  Sales  (15  units)  1500.00 

Sales  (2000Units) 

250000.00 

Allowances  on  Sales 

750.00 

Cost  of  Goods  Sold 

191560.00 

Operating  Expenses:  . 

Freight  Out 

2000.00 

Stable  Expense 

1500.00 

Rent  Income 

3000.00 

Rent  Paid 

2000.00 

Light 

500.00 

Heat 

1000.00 

t 

Indirect  Labor 

2000.00 

Salesmen* s Salaries 

4500.00 

Advertising 

10000.00 

Traveling  Expenses 

1250.00 

Legal  Expense 

2500.00 

Bad  Debts 

4000.00 

Salaries,  Office 

6000.00 

Salaries,  Officers 

3500.00 

Watchmen 

500.00 

Depreciation 

1000.00 

Insurance 

500,00 

General  Taxes 

2000.00 

Other  Charges: 

Rent  Paid 

2000.00 

Discount  on  Sales 

2000.00 

Discount  on  Pur. 

4000.00 

Bond  Interest 

6200.00 

Interest  Income 

250.00 

248760.0^ 

257250.00 

Net  Profit  for  Term 

8490 .00  * 

' 

$257250.00 

. 

$257250.00 
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73. 


X Manufacturing  Company 

Manufacturing  Statement 
Analysis  Sheet  Nominal  Accounts 

December  31 , 1955 


Manufacturing  Account 


Raw  Materials: 

Raw  Materials  l/l/35 

1 

12000 .00 

Raw  Material  (cost) 

9900.00 

Purchases 

51000.00 

Ret.  Purchases 

1500 .00 

Freight  In 

Labor: 

1600.00 

Allowances  on  Pur. 

500.00 

Direct  Labor 

Overhead: 

86000 .00 

Stable  Expense 

1500.00 

Rent  Paid 

4000.00 

Light 

1500.00 

Heat 

3000.00 

Factory  Super. 

7500.00 

Indirect  Labor 

14000.00 

Repairs 

2000.00 

Salaries,  Officers 

3500.00 

Power 

10000.00 

Watchmen 

1500.00 

Depreciation 

3000.00 

Insurance 

2000 .00 

General  Ta  xes 

4000  .00 

Factory  Supplies  l/l/35  3000.00) 

Factory  Supplies  #2 

1000.00 

Factory  Purchases 

2000.00) 

Inv.  No.  1 l/l/35 

6000.00 

Inv.  No.  2 #2 

7000.00 

Inv.  No.  1 1/1/35 

13000.00 

Inv.  No  2 

20640.00 

232100.00 

40540.00 

. - 

Cost  of  Goods  Sold 

191560.00 

1 

$>232100  .00 

$232100.00 
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5.  The  financial  statements  include  a manufacturing  state- 
ment. Refer  to  page  79. 

The  balance  sheet,  profit  and  loss,  and  manufacturing 
statements  anpear  on  the  following  pages: 
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X Manufacturing  Company 

Balance  Sheet 
as  at  December  3l5  1955 

Assets 


Current  Assets: 

Cash 

Accounts  Receivable 
Notes  Receivable  $800000 

Less-Notes  Rec.  Discounted  3000.00 
Rav/ Material  Inventory  12/31/35  (cost) 
Goods  in  Process  Inventory  12/31/35 
Finished  Goods  Inventory  12/31/35 
Factory  Supplies  Inventory  12/31/35 
Fixed  Assets: 

Machinery  and  Equipment 
Office  Furniture  and  Fixtures 
Deferred  Charges: 

Discount  on  Bonds 
Unexpired  Insurance 
Total  Assets 

Liabilities  & Capital 
Current  Liabilities: 

Notes  Payable 
Accrued  Interest  Payable 
Dividends  Payable 
Fixed  Liabilities: 

Bonds  Payable  6 % 25  Yrs  (Issued  l/l/35 


1000.00 

11000.00 

5000.00 

9900.00 

7000.00 
20640.00 

1000.00  55540.00 


155000.00 

5000.00  160000.00 


4800.00 

500.00  5300.00 

$220840.00 


10000.00 

3250.00 

5000.00  $18250.00 

@$95-)  100000,00 


Total  Liabilities 


118250.00 
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X Manufacturing  Company 

Balance  Sheet  (Continued) 

as  at  December  51j  1955 

Capital 

Capital  Stock 

50000.00 

Surplus 

$44100.00 

Add-Net  Profit  for  Year  8490 >00 52590,00  102590.00 

T6tal  Liabilities,  Capital  and  Surplus  / 220840.00 
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X Manufacturing  Company 

Profit  and  Loss  Statement  for  the  Year  Ending  Dec.  31,  1935. 


Gross  Sales 

250000.00 

Less  - Returned  Sales  $1500.00 

- Allowances  750.00 

2250.00 

Net  Sales 

247750.00 

Deduct  - Cost  of  Goods  Sold: 

Cost  of  Sales 

191560.00 

Gross  Profit  on  Sales 

56190.00 

Deduct  - Administrative  Expenses: 

Legal  Expense 

2500.00 

Indirect  Labor 

2000.00 

Stable  Expense 

1500.00 

Rent  Paid 

2000.00 

Light 

500.00 

Heat 

1000.00 

Bad  Debts 

4000.00 

Office  Salaries 

6000.00 

Officers  Salaries 

3500.00 

¥/atchmen 

500.00 

Depreciation 

1000.00 

Insurance 

500.00 

General  taxes 

2000.00 

27000.00 

Operating  Profit 

$29190.00 
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X Manufacturing  Company 


Profit  and  Loss  Statement  for  the 

Year  Ending  Dec* 

31,  1935. 

(Continued) 

Deduct  - Selling  Expens.es 

Freight  Out 

2000.00 

Salesmen* s Salaries 

4500.00 

Advertising 

10000.00 

Traveling  Expenses 

1250.00 

17750.00 

Net  Operating  Profit 

11440.00 

Other  Charges: 

Discount  on  Sales 

2000.00 

Bond  Interest 

6200.00 

Rent  Paid  - Sub-lease 

2000.00 

10200.00 

Total  Net  Operating  Profit 

1240.00 

Add  - Other  Income: 

Rent  Income 

3000.00 

Discount  on  Purchases 

4000.00 

Interest  Income 

250.00 

7250.00 

Net  Profit 

8490.00 
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X Manuf a cturing  Company 

Manufacturing  Statement  for  Year  Ending  Dec.  5lj  1935 


Goods  in  Process  l/l/35 

6000.00 

Raw  Materials  Used: 

Raw  Materials  l/l/35 

12000.00 

Purchases 

$51000.00 

Less  - Returns  $1500*00 

- Allowances  500*00 

2000.00 

49000.00 

Freight  Inward 

1600.00 

TOTAL 

62600.00 

Lees  - Raw  Materials  12/31/33 

9900.00 

52700.00 

Direct  Labor 

86000.00 

Factory  Expenses: 

Indirect  Labor 

14000 .00 

Power 

10000.00 

Factory  Superintendence 

7500.00 

Rent  Paid 

4000.00 

General  Taxes 

4000.00 

Officers  Salaries 

3500.00 

Heat 

3000.00 

Factory  Supplies  l/l/35 

$3000.00 

Factory  Supplies  Purchases 

2000.00 

Total 

$5000 .00 

Less  - Factory  Supplies 
12/31/35 

1000.00 

4000.00 
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Continued  on  next  page 
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X Manufacturing  Company 

Manufacturing  Statement  for  Year  Ending  Dec.  51,  1955. 

(Continued) 


Depreciation 

Insurance 

Repairs 

Stable  Expense 
Light 
Watchman 
Total 

Less  - Goods  in  Process  12/31/55 
Cost  of  Goods  Manufactured 

Add  - Finished  Goods  l/l/35 
Total 

Less  - Finished  Goods  12/  31/35 
Cost  of  Goods  Sold 


3000.00 

2000.00 
2000.00 
1500.00 
1500.00 

1500.00  61500.00 

206200.00 

7000.00 

199200.00 

15000.00 

212200.00 

20640.00 

191560.00 
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In  order  to  determine  the  value  of  the  finished  goods 
at  the  end  of  the  oeriod,  the  production  statement  is  set 
up. 

The  production  statement  is  shown  on  the  following 
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X Manufacturing  Company 
Production  Statement,  December  51,  1935 


Gross  Sales  (units)  2000.00 

Less-Returned  Sales  (units)  15.00 

Net  Sales  (units)  1985.00 

Inventory  12/31/35  215.00 

2200.00 

Less-Inventory  l/l/35  125,00 

Units  Made  2075.00 


Cost  of  Goods  Manufactured  2075  unit  cost. 


96 

2075  / 199200 

18675 

12450 

12450 


Finished  Goods  Inventory  215  units 
Unit  Cost  96 

1290 

1935 

Value  of  Finished  $20,645.00 

Goods  12/13/35  zzuzzz: 
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Problem  4.  The  X Trust  Company 

My  purpose  in  working  out  this  trust  company  problem 
is  to  familiarize  the  reader  with  the  accounts  of  banks. 

The  chart  of  accounts,  analysis  sheets,  and  financial 
statements  are  presented  as  before,  and  the  procedure  for 
working  out  this  problem  does  not  differ  in  any  way  from  the 
previous  ones. 

The  trial  balance  of  the  X Trust  Company  apoears  on  the 
following  page. 
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The  X Trust  Company 
Trial  Balance  - January  1,  1955, 


Currency  and  Specie 
Due  from  Banks 
United  States  Bonds 
Other  Stocks  and  Bonds 
Loans-Demand  Collateral 
Loans-  Other  Demand 
Loans-  Real  Estate 
Loans-  Time  Collateral 
Loans-  Time  Other 
Exchange  for  Clearing 
Banking  House 
Vaults 

Furniture  and  Fixtures 
Prepaid  Insurance 
Prepaid  Salaries 


$ 116327 #53 
146213.38 
10164.92 
156350.00 
16763.04 
106207.35 
6750.00 
110991.25 
268237 .40 
7704.41 
80278.73 
28871.61 
32788.89 
675.42 
25.00 


Due  to  Banks 

Deposits-  Demand  Subject  to  check 
Deposits-  Demand  certificates  of  deposit 
Deposits-  Demand  Certified  Check 
Deposits-  Demand  Treasurers  checks 
Deposits-  Time  Certificates  of  Deposit 
Deposits-  Time  Christmas  and  Clubs 
Capifhl  Stock 
Surplus 


3535.50 
691486.44 
50000 .00 
680 .02 
1907.55 
1500 .00 
1032.75 
200000 .00 
100000.00 


Earnings 

Amount  Carried  Forward 


54768.16 

$1087358 . 93  $1084920 .42 


. 

salrLMd  ■y-c  oi/C! 

, 

?.J  »■.->!»  a • -r>.  hrtf 

. 

3 : . nc  Jll  ?:  OO^S  *13' ’VO 

, 

- 

: . '■  ...  1 •-  3 

o:  X ' . aoJ 

'*•  11 

~i  . . r 

get  I ec D 'f  o 1 &$t : arid*  .> 

aeuoi  $nJb*'oi  ' 

- 

i •*>a£«s;;anl  fc  aga't'S 

. * 

Macro  ■•:! 

* 

asfca  o*  9£iC 

* 

J.oarl®  o* 

- 

, 

- 

» 

ticisdO  ' iftro&a  -s^ItoqeCf 

- 

. . 

tfltc  ,-3(3  o sotfeoJft  ‘ tf'teO  # ?V  -cjflaoqoC 

£ .rr. 

- - u • c. ..  - : 

* 

ei/Icf u»£ 

, 

. , : t 

- 

•; . >:c  1 £•  ‘r-eO  ;tnuoi", 

85. 


The  X Trust  Company 
Trial  Balance  - January  1,  1955 


Amount  Brought  Forward 

Xmas  Club  Income 

Teller's  Overs 

Discounts 

Interest 

Exchange 

Income  from  Vaults 
Rents 

Expense  General 
Interest  on  Deposits 
Bonus 
Taxes 


$1087358,93  $1084920.42 

3376.19 

88.20 

11439.42 

11194.34 

3394.58 

156.00 

4025.04 

25245.44 

4703.82 

18.00 

268.00  

$1118594.19  $1118594.19 


Required: 

Prepare  Analysis  Sheets  & Financial  Statements 
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I should  like  to  make  a few  comments  on  some  of  the 
accounts  that  appeared  on  the  trial  balance  on  the  previous 
page. 

The  account.  Exchange  for  Clearing,  as  shown  on  the 
trial  balance,  is  an  asset  account.  It  indicates  that  the 
cash  is  on  hand  to  be  turned  over  to  the  clearing  house  to 
settle  accounts. 

The  account.  Tellers’  Overs,  is  an  incotoe  account.  It 
indicates  that  the  teller  of  this  bank  was  over  in  counting 
the  cash. 

The  other  accounts  need  no  explanation. 

The  chart  of  accounts  appearing  on  the  following  page 
shows  the  trial  balance  accounts  separated  into  their  various 


classifications 
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The  analysis  sheets  for  the  X Trust  Comoany  are  ore- 
pared  in  the  same  way  as  in  the  orevious  oroblems.  It 
should  be  noted,  however,  that  the  trial  balance  on  page 
84  merely  asks  for  analysis  sheets  and  financial  statements. 
There  are  no  adjustments  to  be  entered;  therefore  only  one 
set  of  analysis  sheets  is  needed. 

The  analysis  sheets  for  the  X Trust  Comoany,  showing 
the  accounts  already  transferred  from  the  trial  balance,  are 
illustrated  on  the  following  pages: 
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The  X Trust  Company 

Analysis  Sheet 


Balance  Sheet 


. — 1 

Resources 

Liabilities  & Capital 

Current 

Currency  & Soecie 

116327.55 

Due  to  Banks 

3534.50 

Due  From  Banks 

146213.38 

Deposit s-Demand 
subject  to  check 

691486.44 

United  States  Bonds 

10164.92 

Depos  it  s-Demand 

Other  Stocks  & Bonds 

156350.00 

Certificate 

50000.00 

Loans-Demand 

Deposit s -Demand 

collateral 

16763.04 

Certified  Check 

680.02 

Loans-other  demand 

106207.35 

Deposit s-Demand 

Treasurer's  Check  1907.55 

Loans-Real  Estate 

6750.00 

Depos its -Time 

Loans-Time  Collateral 

110991.25 

Certificates 

1500.00 

Loans-Time  other 

268237.40 

Deposit s-Time 
Xmas  & Clubs 

1032.75 

Exchange  for  clearing 

7704.41 

Fixed 

Banking  House 

80278.73 

Vaults 

28871.61 

Furniture  and 

Fixtures 

32788.89 

Deferred 

Prepaid  Insurance 

675.42 

Prepaid  Salaries 

25.00 

Mi  sc . 

Capital 

Capital  Stock 

200000.00 

Surplus 

100000.00 

Undivided  Pro. 

38206.67 

Total 

$1883489.93 

Total  $ 

1883489.93 
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The  X Trust  Company 

Analysis  Sheet 


■'  " 1 

Expense  I 

ncome 

Expense 

$25245*44 

Earnings 

$34768.16 

Interest  on 

Deposits  4703*82 

Xmas  Club  Income 

3376.19 

Bonus 

18.00 

Teller* s Overs 

88.20 

Taxes 

268.00 

Discounts 

11439.42 

Interest 

11194.34 

Exchange 

3394.58 

Income  from  Vaults 

156.00 

Rents 

4025.04 

30235.26 

68441.93 

Net  Profit 

for  the 

Period 

38206.67 

$ 68441.93 

$ 68441.93 
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Our  next  step  is  to  set  up  the  balance  sheet  and  the 
profit  and  loss  statements  for  the  X Trust  Comoany.  This  is 
merely  a reproduction  of  the  analysis  sheets.  Note,  however, 
that  the  balance  sheet  refers  to  the  assets  as  "resources". 
Refer  to  page  92, 

The  financial  statements  of  the  X Trust  Company  are 
shown  on  the  following -pages : 
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The  X Trust 

Company 

Balance  Sheet  as  at 

January  1.  1935 

Resources 

Current : 

Currency  and  Specie 

116327.53 

Due  from  Banks 

146213.38 

United  States  Bonds 

10164.92 

Other  Stocks  and  Bonds 

156350.00 

Loans-Demand  collateral 

16763.04 

Loans-Other  Demand 

106207.35 

Loans-  Real  Estate 

6750.00 

Loans-Time  Collateral 

110991.25 

Loans -Time  Other 

268237.40 

Exchange  for  Clearing 

Fixed : 

7704.41  945709.28 

Banking  House 

80278.73 

Vaults 

28871.61 

Furniture  and  Fixtures 

Deferred: 

32788.89  141939.23 

Prepaid  Insurance 

675.42 

Prepaid  Salaries 

25.00  700.42 

total  Assets 

1088348.93 

Liabilities  and  Capital  continued  on  next  page 
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The  X Trust  Company 

Balance  Sheet  as  at  January  1,  1955  (Continued) 


Liabilities  and  Capital 
Liabilities: 

Due  to  Banks 

Deposits--Demand  Subject  to  Check 

Deposit s-~Demand  certificates 

Deo o s it s- -Demand  Certified  Check 

Deoos its--Demand  Treasurer’s  Checks 

Deoosit s--Time  Certificates  of 
Deo os it 

Deoosit s--Time  Christmas'-  and  Clubs 
Total  Liabilities 


5555.50 

691486.44 

50000.00 

680.02 

1907.55 

1500.00 

1052.75 

750142.26 


Capital 
Capital  Stock 
Surplus 

Undivided  Profits 

Total  Liabilities  and  Caoital 


200000.00 

100000.00 

58206.67  158206.67 

$1088548.95 
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The  X Trust  Company 

Profit  and  Loss  Statement  for  the  Year  Ended  Dec,  51,  1935 


Income : 

Earnings 

Xmas  Club  Income 

Teller’s  Overs 

Discounts 

Interest 

Exchange 

Income  from  Vaults 
Rents 

Total  Income 

Expenses 

Expense -General 

Interest  on  Deposits 

Bonus 

Taxes 

Net  Profit  for  the  Period 


34768.16 

3376.19 

88.20 

11439.42 

11194.34 

3394.58 

156.00 
4025.04 

68441.93 

25245.44 

4703.82 

18.00 

268.00  30235.26 

§ 38206.67 
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Problem  5 The  A and  B Companies  Problem. 

The  final  problem  that  I shall  work  out  is  the  con- 
solidated balance  sheet  of  the  A and  E Companies* 

It  should  be  noted  at  the  outset  that  the  problem 
gives  the  balance  sheets  of  the  two  companies  instead  of 
the  trial  balances*  This  means  that  the  chart  of  ac- 
counts and  the  analysis  sheets  will  contain  only  the  real 
accounts • 

It  should  be  further  noted  that  the  balance  sheets 
of  the  A and  B Companies  require: 

1.  Consolidated  working  papers  at  the  date  of 

acquisition. 

8*  Consolidated  balance  sheet*  The  balance  sheets 
of  the  A and  B Companies  appear  on  the  next  page* 
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The  A and  B Companies 
Balance  Sheet,  December  51 , 1935 

On  Dec.  31,  1935,  the  B Company  acquired  a 70$  interest  in 
Company  A for  $49,131.40.  Balance  Sheets  of  the  two  com- 
panies on  this  date  revealed  the  following: 


B.  Co. 

• 

o 

o 

. 

B.  Co. 

A Co  . 

Cash 

16,548.60 

9,645.30 

1 

Accounts  Rec. 

60,900.00 

24,305.80 

Inventory 

145,600.00 

54,050.90 

Furniture  & Equip 

. 10,000.00 

4,700.00 

Delivery  Equip. 

8,800.00 

3,600.00 

Building 

15,000.00 

Invest,  in  A -Co. 

49,131.40 

Notes  Payable 

20,000.00 

Accounts  Payable 

55,000.00 

17,900.00 

Mortgage 

15,000.00 

Capital  Stock 

175P00.00 

50,000.00 

Surplus 

55980 .00 

13,402.00 

305,980.00 

96,302.00 

j 305,980.00 

! 96,302.00 

Required: 

(A)  Consolidated  working  papers  at  date  of  acquisition. 

(B)  Balance  Sheet  (Consolidated). 
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As  I have  previously  mentioned  the  chart  of  accounts 
will  contain  only  the  real  accounts,  becaiise  the  problem 
gives  the  balance  sheets  instead  of  the  trial  balances, 
of  the  two  Companies, 

An  illustrative  form  of  chart  of  accounts  that  has 
only  the  real  accounts  is  shown  on  the  following  page. 
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The  analysis  sheet  of  the  real  accounts  is  next  set 
up  from  the  balance  sheets  of  the  A and  B Companies.  It 
should  be  noted,  however,  that  there  are  no  nominal  accounts 
therefore  the  analysis  sheet  for  the  nominal  accounts  is  not 
needed. 

The  analysis  sheet  for  the  real  accounts  is  illustrated 


on  the  following  oage 


A and  B Company 
Analysis  Sheets 
Balance  Sheet 
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Before  proceding  I should  like  to  point  out  that  this 
consolidated  balance  sheet  problem  differs  in  other  respects 
from  the  previous  ones. 

1.  It  differs  in  that  an  additional  work  sheet,  called 
the  consolidated  working  pacers,  is  included  among  the 
analysis  sheets.  Refer  to  page  103. 

This  working  sheet  contains  six  columns.  In  the  first 
two  columns  the  balance  sheets  of  Companies  A and  B are 
entered.  (Note  that  the  Capital  Stock  and  the  Surplus  accounts 
are  shown  separately  for  Companies  A and  B). 

The  next  two  columns  are  for  any  necessary  eliminations. 
On  cage  103  under  the  elimination  heading  column,  there  is 
an  entry  which  came  about  because  of  the  consolidation  of 
Coraoanies  A and  B.  In  consolidating  Companies  A and  B,  the 
investment  in  A Company  account,  as  shown  in  the  first 
column  under  the  assets  is  eliminated  up  to  70%,  against  the 
net  worth  of  Company  A.  The  net  worth  of  Company  A consists 
of  Capital  Stock  $50000.00,  $35000.00  ($50000.00  x.70)  of 
which  is  eliminated.  The  Surplus  $13402.00,  $9381.40 
($13402. OOx  .70)  is  also  part  of  the  net  worth  and  is  also 
eliminated.  The  two  amounts  ($35000.00  and  $9381.40)  total 
$44381.40.  In  order  to  eliminate  the  asset  account.  Invest- 
ment in  Company  A,  it  is  necessary  to  credit  it  for  the 
amount  of  $44381.40  or  for  70%  of  the  net  worth  of  Company  A. 
The  net  worth  of  Company  A is  also  eliminated  by  debiting 
Capital  Stock  $35000.00,  and  Surplus  $9381.40  or  a total  of 
$44381.40. 
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By  reference  to  the  working  papers  on  page  103  we  see  that 
the  investment  account  has  a balance  after  eliminating  70% 
thereof.  In  other  words,  the  investment  in  Comoany  A account 
shows  $49131.40,  and  the  elimination  credit  column  shows 
$44381.40  which  is  eliminated  against  the  investment  account, 
leaving  a goodwill  balance  of  $4750*00*  The  goodwill  is 
found  on  page  103  under  the  consolidated  balance  sheet 
column. 

If  the  investment  account  showed  an  amount  less  than 
$44381.40,  than  the  difference  would  be  a negative  goodwill 
amount • 

No v/  that  the  investment  account  is  eliminated,  it  be- 
comes necessary  to  consolidate .the  individual  assets, 
liabilities,  and  caoital  accounts  of  Companies  A and  B as 
shown  in  the  consolidated  balance  sheet  columns.  Note  the 
minority  interest  in  both  the  Capital  Stock  and  the  Surplus 
accounts  of  Comoany  A as  shown  in  the  consolidated  balance 
sheet  columns. 

The  consolidated  working  papers  of  Companies  A and  B 
at  the  date  of  acquisition  are  shown  on  the  following  page. 
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2.  This  problem  differs  also  in  that  there  is  no  profit 
and  loss  statement. 

The  Consolidated  Balance  Sheet  of  Companies  A and  B 
is  illustrated  on  the  following  page. 
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The  A and  B Company 
The  Consolidated  Balance  Sheet 
Dec*  31.  1935 


Assets 

Current  Assets: 

Cash 

26193.90 

Accounts  Receivable 

85205.80 

Inventory 

Fixed  Assets: 

199650.90  311050.60 

Furniture  and  Fixtures 

14700.00 

Delivery  Equipment 

12400.00 

Building 

15000.00  42100.00 

Goodwill: 

4750.00 

$357900*60 


Liabilities  and  Capital 

Current  Liabilities: 

Notes  Payable 

20000 .00 

Accounts  Payable 

Fixed  Liabilities: 

72900.00  92900.00 

Mortgage 

Minority  Interest: 

15000.00 

Capital  Stock  A Company 

15000 .00 

Surplus  A Company 

4020.60  19020.60 

Total  Liabilities 

126920.60 

Capital  Stock  E Company  (Holding  Co) 175000*00 


Surplus  B Company 

55980.00  230980.00 

Total  Liabilities  and  Capital 

$357900.60 
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It  should  be  noted,  however,  that  the  minority  interest 
in  Company  A is  set  up  under  the  liabilities  as  a separate 
heading,  and  not  under  the  capital  or  net  worth  section.  See 
page  105. 
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Summary 

The  purpose  of  this  method  is  to  give  the  reader  a 
better  understanding  of  the  theory  of  debit  and  credit 
through  the  use  of  the  balance  sheet  equation,  chart  of 
accounts,  analysis  sheets,  and  financial  statements. 

The  result  of  the  use  of  this  method  is  that  much 
labor  is  saved  when  working  out  problems  through  the 
use  of  analysis  sheets  instead  of  the  use  of  working 
sheets.  In  working  out  problems  through  working  sheets, 
there  are  ten  columns  to  add.  These  columns  are: 

1.  The  trial  balance  debit  and  credit  columns. 

2.  The  adjustment  debit  and  credit  columns. 

5.  The  adjusted  trial  balance  debit  and  credit 
columns. 

4.  The  profit  and  loss  debit  and  credit  columns. 

5.  The  balance  sheet  debit  and  credit  columns. 

The  addition  of  the  ten  columns  on  the  working 

sheet  may  result  in  possible  errors  and  may  cause  much 
trouble  in  locating  the  errors. 

The  use  of  analysis  sheets,  on  the  other  hand,  re- 
sult in  less  work  and  less  chance  of  making  errors  be- 
cause there  are  only  four  columns  to  add.  This  is  so 
on  the  assumption  that  the  trial  balance  accounts  when 
transferred  onto  the  analysis  sheets  are  not  added  until 
the  adjustment  entries  are  put  on  the  analysis  sheets. 

Of  course,  if  the  trial  balance  accounts,  when  trans- 
ferred onto  the  analysis  sheets,  are  first  added  in 
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their  respective  columns  and  then  the  adjustment  entries 
entered  thereon,  the  columns  must  of  necessity  be  added 
again  after  the  adjustments  are  made*  In  other  words, 
by  adding  the  columns  twice  there  would  be  eight  columns 
to  add.  Even  so,  the  possibility  of  making  errors  is  not 
as  great  as  when  using  working  sheets* 

The  use  of  analysis  sheets  results  in  less  work  be- 
cause of  another  reason.  When  working  sheets  are  used 
the  trial  balance  figures  are  added  and  totaled  in  the 
first  two  columns.  The  adjustment  entries  are  then 
entered  on  the  next  two  columns  and  added  and  totaled* 

The  next  step  is  to  add  or  subtract  the  individual  ad- 
justment entries  to  or  from  the  accounts  as  they  appear 
on  the  trial  balance  columns  and  to  extend  the  difference 
horizontally  across  the  sheet  to  the  adjusted  trial  bal- 
ance columns*  ^'he  adjusted  trial  balance  columns  are  then 
added  and  totaled  to  see  if  the  two  columns  agree.  The 
next  step  is  to  extend  the  amounts  horizontally  as  they 
appear  on  the  adjusted  trial  balance  columns  to  their  res- 
pective profit  and  loss  and  balance  sheet  columns. 

The  profit  and  loss  figures  are  then  added  and  totaled. 
The  difference  between  the  two  columns  being  the  profit  or 
loss  depending  upon  whether  the  income  is  larger  than  the 
expenses  and  vice  versa. 

The  balance  sheet  figures  are  then  added  and  totaled 
to  determine  the  profit  and  loss  in  a similar  manner. 
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If  the  assets  are  larger  than  the  liabilities  plus  capital, 
the  result  is  a profit  and  vice  versa. 

The  reader  can  readily  see  that  the  use  of  working 
sheets  in  solving  or  working  out  a problem  is  very 
laborious,  takes  more  time,  and  may  result  in  possible 
errors • 

The  use  of  analysis  sheets  are  more  practical  and 
are  being  used  to  a greater  extent  today. 

There  is  also  a more  important  result  of  the  use 
of  this  method.  The  reader,  by  working  out  the  problems 
by  the  use  of  the  chart  of  accounts,  analysis  sheets,  and 
financial  statements,  has  a tendency  to  develop  a picture 
continuously  throughout  the  work.  He  develops  a picture 
in  his  mind  when  the  trial  balance  accounts  are  transferred 
onto  the  chart  of  accounts,  when  the  trial  balance  accounts 
are  put  onto  the  analysis  sheets,  when  the  adjustment  en- 
tries, if  any,  are  placed  onto  the  analysis  sheets,  and 
finally  when  the  balance  sheet  and  profit  and  loss  state- 
ments are  set  up  in  the  approved  form.  Thus,  the  reader 
may  acquire  a better  understanding  of  the  development  and 
application  of  the  theory  of  debit  and  credit  through  the 
balance  sheet  equation  and  the  Chart  of  Accounts. 

The  purpose  of  the  Chart  of  Accounts  is  to  summarize 
the  accounts  of  various  businesses  so  that  the  reader 
may  become  acquainted  with  the  different  accounts.  This  is 
the  first  step  towards  the  final  goal  of  setting  up  the 
balance  sheet  and  profit  and  loss  statements. 
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The  analysis  sheet  is  the  next  approach  to  the  set 
up  of  the  financial  statements*  The  analysis  sheets  show 
not  only  the  accounts  hut  also  the  amounts  as  transferred 
from  the  trial  balance.  If  there  are  any  adjustments  to 
be  made,  they  are  debited  and  credited  to  their  respective 
accounts  on  the  analysis  sheets* 

The  final  step  is  to  set  up  the  financial  statements; 
that  is,  the  balance  sheet  and  the  profit  and  loss,  from 
the  analysis  sheets.  This  is  a relatively  simple  matter 
as  the  analysis  sheets  approximate  the  statements  in  form 
and  arrangement* 
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Conclusion 

The  benefits  to  be  derived  through  aoplying  the  theory 
of  debit  and  credit  to  the  chart  of  accounts,  analysis  sheets, 
and  financial  statements  are  as  follows: 

1,  The  reader  obtains  a better  understanding  of  the 
theory. 

2.  The  reader  learns  how  to  analyze  the  accounts  as  to 
their  respective  classification  by  aoplying  the 
theory  of  debit  and  credit. 

5.  Finally,  the  reader  forms  a picture  of  the  tie  up 
of  the  chart  of  accounts  and  the  analysis  sheets 
to  the  financial  statements* 
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